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PARTI1

As used in this Report, the terms “Quaker,” the “Company,” “we” and “our” refer to Quaker Chemical
Corporation, its subsidiaries, and associated companies, unless the context otherwise requires.

P

Item 1. Business.
General Description

Quaker develops, produces, and markets a broad range of formulated chemical specialty products for
various heavy industrial and manufacturing applications and, in addition, offers and markets chemical
management services (“CMS”). Quaker’s principal products and services include: (i) rolling lubricants (used by
manufacturers of steel in the hot and cold rolling of steel and by manufacturers of aluminum in the hot rolling of
aluminum); (ii) corrosion preventives (used by steel and metalworking customers to protect metal during
manufacture, storage, and shipment); (iii) metal finishing compounds (used to prepare metal surfaces for special
treatments such as galvanizing and tin plating and to prepare metal for further processing); (iv) machining and
grinding compounds (used by metalworking customers in cutting, shaping, and grinding metal parts which
require special treatment to enable them to tolerate the manufacturing process, achieve closer tolerance and
improve tool life); (v) forming compounds (used to facilitate the drawing and extrusion of metal products); (vi)
hydraulic fluids (used by steel, metalworking, and other customers to operate hydraulically activated equipment);
(vii) technology for the removal of hydrogen sulfide in various industrial applications; (viii) chemical milling
maskants for the aerospace industry and temporary and permanent coatings for metal and concrete products; (ix)
construction products such as flexible sealants and protective coatings for various applications; and (x) programs
to provide chemical management services. Individual product lines representing more than 10% of consolidated
revenues for any of the past three years are as follows:

2004 2003 2002

Rolling lubricants . ...... . . .. i 223% 23.2% 21.5%
Machining and grinding compounds . ........ ... ... .. o 15.0% 143% 14.8%
Chemical management SEIVICeS .. ........ vttt i, 13.6% 109% 4.8%
Hydraulic fluids .. ... . 10.1% 10.7% 12.77%
COTTOSION PIEVENLIVES . .o\ttt ittt et e 9.8% 9.1% 10.4%

A substantial portion of Quaker’s sales worldwide are made directly through its own employees and its
CMS programs with the balance being handled through value added resellers and agents. Quaker employees visit
the plants of customers regularly and, through training and experience, identify production needs which can be
resolved or alleviated either by adapting Quaker’s existing products or by applying new formulations developed
in Quaker’s laboratories. Generally, separate manufacturing facilities of a single customer are served by different
personnel. As part of the Company’s chemical management services, certain third party product sales to
customers are managed by the Company. Where the Company acts as a principal, revenues are recognized on a
gross reporting basis at the selling price negotiated with the customers. Where the Company acts as an agent,
such revenue is recorded using net reporting as service revenues, at the amount of the administrative fee earned
by the Company for ordering the goods. Third party products transferred under arrangements resulting in net
reporting totaled $35.2 million, $26.6 million, and $28.3 million for 2004, 2003, and 2002, respectively. The
Company recognizes revenue in accordance with the terms of the underlying agreements, when title and risk of
loss have been transferred, collectibility is reasonably assured, and pricing is fixed or determinable. This
generally occurs for product sales when products are shipped to customers or, for consignment arrangements
upon usage by the customer and when services are performed. License fees and royalties are recognized in
accordance with agreed upon terms, when performance obligations are satisfied, the amount is fixed or
determinable, and collectibility is reasonably assured and are included in other income.

The business of the Company and its operating results are subject to certain risks, of which the principal
ones are referred to in the following subsections.



Competition

The chemical specialty industry comprises a number of companies of similar size as well as companies
larger and smaller than Quaker. Quaker cannot readily determine its precise position in every industry it serves.
Based on information available to Quaker, however, it is estimated that Quaker holds a leading and significant
global position (among a group in excess of 25 other suppliers) in the market for process fluids to produce sheet
steel. It is also believed that Quaker holds significant global positions in the markets for process fluids in portions
of the automotive and industrial markets. Many competitors are in fewer and more specialized product
classifications or provide different levels of technical services in terms of specific formulations for individual
customers. Competition in the industry is based primarily on the ability to provide products that meet the needs
of the customer and render technical services and laboratory assistance to customers and, to a lesser extent, on
price.

Major Customers and Markets

During 2004, Quaker’s five largest customers (each composed of multiple subsidiaries or divisions with
semi-autonomous purchasing authority) accounted for approximately 28% of its consolidated net sales with the
largest customer (General Motors) accounting for approximately 10% of consolidated net sales. A significant
portion of Quaker’s revenues are realized from the sale of process fluids and services to manufacturers of steel,
automobiles, appliances, and durable goods, and, therefore, Quaker is subject to the same business cycles as
those experienced by these manufacturers and their customers. Furthermore, steel customers typically have
limited manufacturing locations as compared to metalworking customers and generally use higher volumes of
products at a single location. Accordingly, the loss or closure of a steel mill of a significant customer can have a
material adverse effect on Quaker’s business.

Raw Materials

Quaker uses over 1,000 raw materials, including mineral oils and derivatives, animal fats and derivatives,
vegetable oils and derivatives, ethylene derivatives, solvents, surface active agents, chlorinated paraffinic
compounds, and a wide variety of other organic and inorganic compounds. In 2004, only three raw material
groups (mineral oil and derivatives, animal fats and derivatives, and vegetable oils and derivatives) accounted for
as much as 10% of the total cost of Quaker’s raw material purchases. The price of mineral oil is directly affected
by the price of crude oil. Accordingly, significant fluctuations in the price of crude oil can have a material effect
upon the Company’s business. Many of the raw materials used by Quaker are “commodity” chemicals, and,
therefore, Quaker’s earnings can be affected by market changes in raw material prices. Quaker has multiple
sources of supply for most materials, and management believes that the failure of any single supplier would not
have a material adverse effect upon its business. Reference is made to the disclosure contained in Item 7A of this
Report.

Patents and Trademarks

Quaker has a limited number of patents and patent applications, including patents issued, applied for, or
acquired in the United States and in various foreign countries, some of which may prove to be material to its
business. Principal reliance is placed upon Quaker’s proprietary formulae and the application of its skills and
experience to meet customer needs. Quaker’s products are identified by trademarks that are registered throughout
its marketing area. Quaker makes little use of advertising but relies heavily upon its reputation in the markets
which it serves.

Research and Development—Laboratories

Quaker’s rescarch and development laboratories are directed primarily toward applied research and
development since the nature of Quaker’s business requires continual modification and improvement of
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formulations to provide chemical specialties to satisfy customer requirements. Research and development costs
are expensed as incurred. Research and development expenses during 2004, 2003, and 2002 were $13.8 million,
$10.1 million, and $9.1 million, respectively.

Quaker maintains quality control laboratory facilities in each of its manufacturing locations. In addition,
Quaker maintains in Conshohocken, Pennsylvania, and Uithoorn, The Netherlands, laboratory facilities that are
devoted primarily to applied research and development.

Most of Quaker’s subsidiaries and associated companies also have laboratory facilities. Although not as
complete as the Conshohocken or Uithoorn laboratories, these facilities are generally sufficient for the
requirements of the customers being served. If problems are encountered which cannot be resolved by local
{aboratories, such problems may be referred to the laboratory staff in Conshohocken or Uithoorn.

Regulatory Matters

In order to facilitate compliance with applicable Federal, state, and local statutes and regulations relating to
occupational health and safety and protection of the environment, the Company has an ongoing program of site
assessment for the purpose of identifying capital expenditures or other actions that may be necessary to comply
with such requirements. The program includes periodic inspections of each facility by Quaker and/or independent
environmental experts, as well as ongoing inspections and training by on-site personnel. Such inspections are
addressed to operational matters, record keeping, reporting requirements, and capital improvements. In 2004,
capital expenditures directed solely or primarily to regulatory compliance amounted to approximately $1.1
million compared to $0.5 million and $0.5 million in 2003 and 2002, respectively. In 2005, the Company expects
to incur approximately $1.1 million for capital expenditures directed primarily to regulatory compliance.
Incorporated by reference is the information regarding AC Products, Inc. contained in Note 15 of Notes to
Consolidated Financial Statements included in Item 8 of this Report.

Number of Employees

On December 31, 2004, Quaker’s consolidated companies had 1,235 full-time employees of whom 560
were employed by the parent company and its U.S. subsidiaries and 675 were employed by its non-U.S.
subsidiaries. Associated companies of Quaker (in which it owns 50% or less) employed 152 people on
December 31, 2004.

Product Classification
The Company’s reportable segments are as follows:

(1) Metalworking process chemicals—industrial process fluids for various heavy industrial and
manufacturing applications.

(2) Coatings—temporary and permanent coatings for metal and concrete products and chemical
milling maskants.

(3) Other chemical products—other various chemical products.

Incorporated by reference is the segment information contained in Note 12 of Notes to Consolidated
Financial Statements included in Item 8 of this Report.

Non-U.S. Activities

Since significant revenues and earnings are generated by non-U.S. operations, Quaker’s financial results are
affected by currency fluctuations, particularly between the U.S. dollar, the E.U. euro, and the Brazilian real, and
the impact of those currency fluctuations on the underlying economies. Incorporated by reference is the foreign
exchange risk information contained in Item 7A of this Report and the geographic information in Note 12 of
Notes to Consolidated Financial Statements included in Item 8 of this Report.
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Quaker on the Internet

Financial results, news and other information about Quaker can be accessed from the Company’s Web site
at http./fwww.quakerchem.com. This site includes important information on products and services, financial
reports, news releases, and career opportunities. The Company’s periodic and current reports, including exhibits
and supplemental schedules filed therewith, and amendmerits to those reports, filed with the Securities and
Exchange Commission (“SEC”) are available on the Company’s Web site, free of charge, as soon as reasonably
practicable after they are electronically filed with or furnished to the SEC.

Factors that May Affect Our Future Results

(Cautionary Statements under the Private Securities Litigation Reform Act of 1995)

Certain information included in this Report and other materials filed or to be filed by Quaker with the SEC
(as well as information included in oral statements or other written statements made or to be made by us) contain
or may contain forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended. These statements can be
identified by the fact that they do not relate strictly to historical or current facts. We have based these forward-
looking statements on our current expectations about future events. These forward-looking statements include
statements with respect to our beliefs, plans, objectives, goals, expectations, anticipations, intentions, financial
condition, results of operations, future performance and business, including:

¢ statements relating to our business strategy;

* our current and future results and plans; and
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+ statements that include the words “may,” “could,” “should,” “would,” “believe, anticipate,”

“estimate,” “intend,” “plan” or similar expressions.

expect,

Such statements include information relating to current and future business activities, operational matters,
capital spending, and financing sources. From time to time, oral or written forward-looking statements are also
included in Quaker’s periodic reports on Forms 10-Q and 8-K, press releases and other materials released to the
public.

Any or all of the forward-looking statements in this Report, in Quaker’s Annual Report to Shareholders for
2004, and in any other public statements we make may turn out to be wrong. This can occur as a result of
inaccurate assumptions or as a consequence of known or unknown risks and uncertainties. Many factors
discussed in this Report will be important in determining our future performance. Consequently, actual results
may differ materially from those that might be anticipated from our forward-looking statements.

We undertake no obligation to publicly update any forward-looking statements, whether as a result of new
information, future events or otherwise. However, any further disclosures made on related subjects in Quaker’s
subsequent reports on Forms 10-K, 10-Q and 8-K should be consulted. These forward-looking statements are
subject to risks, uncertainties and assumptions about us and our operations that are subject to change based on
various important factors, some of which are beyond our control. A major risk is that the Company’s demand is
largely derived from the demand for its customers’ products, which subjects the Company to uncertainties related
to downturns in a customer’s business and unanticipated customer production shutdowns. Other major risks and
uncertainties include, but are not limited to, significant increases in raw material costs, worldwide economic and
political conditions, foreign currency fluctuations, and terrorist attacks such as those that occurred on
September 11, 2001, Furthermore, the Company is subject to the same business cycles as those experienced by
steel, automobile, aircraft, appliance, and durable goods manufacturers. These risks, uncertainties, and possible
inaccurate assumptions relevant to our business could cause our actual results to differ materially from expected
and historical results. Other factors beyond those discussed below could also adversely affect us. Therefore, we
caution you not to place undue reliance on our forward-looking statements. This discussion is provided as
permitted by the Private Securities Litigation Reform Act of 1995.
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Item 2. Properties.

Quaker’s corporate headquarters and a laboratory facility are located in Conshohocken, Pennsylvania.
Quaker’s other principal facilities are located in Detroit, Michigan; Middletown, Ohio; Placentia, California;
Uithoorn, The Netherlands; Santa Perpetua de Mogoda, Spain; Rio de Janeiro, Brazil; Tradate, Italy; and Wuxi,
China. All the properties except Placentia, California are used by the metalworking segment and Placentia,
California is used by the coatings segment. With the exception of the Conshohocken, Placentia and Tradate sites,
which are leased, all of these principal facilities are owned by Quaker and as of December 31, 2004 were
mortgage free. Quaker also leases sales, laboratory, manufacturing, and warehouse facilities in other locations.

In January 2001, the Company contributed its Conshohocken, Pennsylvania property and buildings (the
“Site”) into a real estate joint venture (the “Venture”) in exchange for a 50% interest in the Venture. The Venture
did not assume any debt or other obligations of the Company and the Company did not guarantee nor was it
obligated to pay any principle, interest or penalties on any of the Venture’s indebtedness. The Venture renovated
certain of the existing buildings at the Site, as well as built new office space (the “Project”). In December 2000,
the Company entered into an agreement with the Venture to lease approximately 38% of the Site’s available
office space for a 15-year period commencing February 2002, with multiple renewal options. The Company
believes the terms of this lease are no less favorable than the terms it would have obtained from an unaffiliated
third party. In February 20035, the Venture sold its real estate assets, which resulted in $4.2 million of proceeds to
the Company after payment of the partnership obligations.

In February 2005, the Company completed the sale of a portion of its Villeneuve, France site. Quaker
ceased manufacturing operations at this facility effective March 31, 2002. Production was consolidated into its
facilities in Uithoorn, The Netherlands and Santa Perpetua de Mogoda, Spain. Sales and laboratory activities will
continue at the Villeneuve site pending its complete sale. The Company expects to complete the sale of the
remaining property in 2005.

Quaker’s aforementioned principal facilities (excluding Conshohocken) consist of various manufacturing,
administrative, warehouse, and laboratory buildings. Substantiaily all of the buildings (including Conshohocken)
are of fire-resistant construction and are equipped with sprinkler systems. All facilities are primarily of masonry
and/or steel construction and are adequate and suitable for Quaker’s present operations. The Company has a
program to identify needed capital improvements that are implemented as management considers necessary or
desirable. Most locations have various numbers of raw material storage tanks ranging from 7 to 66 at each
location with a capacity ranging from 1,000 to §2,000 gallons and processing or manufacturing vessels ranging in
capacity from 15 to 16,000 gallons.

Each of Quaker’s 50% or less owned non-U.S. associated companies owns or leases a plant and/or sales
facilities in various locations.

Item 3. Legal Proceedings.

The Company is a party to proceedings, cases, and requests for information from, and negotiations with,
various claimants and Federal and state agencies relating to various matters including environmental matters.
Incorporated herein by reference is the information concerning pending asbestos-related litigation against an
inactive subsidiary and amounts accrued associated with certain environmental investigatory and non-capital
remediation costs in Note 15 of Notes to Consolidated Financial Statements which appears in Item 8 of this
Report. The Company is party to other litigation which management currently believes will not have a material
adverse effect on the Company’s results of operations, cash flow, or financial condition.

Item 4. Submission of Matters to a Vote of Security Holders.

No matters were submitted to a vote of security holders during the last quarter of the period covered by this
Report.



Item 4(a). Executive Officers of the Registrant.

Set forth below are the executive officers of the Company. Each of the executive officers is elected annually
to a one-year term. Mr. Featherstone was appointed to his position when he joined the Company and is
considered an executive officer in his capacity as principal accounting officer for purposes of this item.

Name, Age, and Present
Position with the Company

Ronald J. Naples, 59 ...................

Chairman of the Board and
Chief Executive Officer, and Director

Joseph W. Bauer, 62 ...................

President and Chief Operating Officer

Neal E. Murphy, 47 ............ ... .. ..

Vice President, Chief Financial Officer
and Treasurer

Michael F. Barry, 46 ...................

Vice President and Global Industry
Leader—Industrial Metalworking and
Coatings

D. Jeffry Benoliel, 46 ..................

Vice President, Secretary
and General Counsel

José Luiz Bregolato, 59 ................

Vice President and Managing
Director—South America

RexCurtis, 46 ... ... ...

Vice President and Global Industry
Leader—Automotive Metalworking

MarkHarris, 50 ............. ... .. ...

Vice President and Global Industry
Leader—Steel

Jan F. Nieman, 44 . ....................

Vice President and Managing Director
Asia/Pacific

Business Experience During Past Five
Years and Period Served as an Officer

Mr. Naples has served in his current position since 1997.

Mr. Bauer has served in his current position since 1998.

Mr. Murphy was elected Vice President on July 22, 2004 and was
elected Chief Financial Officer and Treasurer on August 10,
2004. Prior to joining the Company, he was Senior Vice President
and Chief Financial Officer of International Specialty Products
from February 2002 to July 2004. He was also President of PQ
Europe from August 1999 to September 2001.

Mr. Barry was elected to his current position in January 2004. He
served as the Company’s Vice President, Chief Financial Officer
and Treasurer from 1998 to August 2004.

Mr. Benoliel was elected Vice President and General Counsel in
January 2001. He was elected Corporate Secretary of the
Company in May 1998, in addition to being Director, Corporate
Legal Affairs, a position he held since May 1996. Mr. Benoliel is
the son of Peter A. Benoliel, a Director of the Company.

Mr. Bregolato has served in his current position since 1993.

Mr. Curtis was elected to his current position in January 2004. He
was the Company’s Director—Global Business Segment —
Automotive Metalworking from June 2001 through December
2003. He was also the Company’s North American Sales
Manager—Automotive Metalworking from November 1999
through May 2001.

Mr. Harris was elected to his current position in January 2001. He
was Regional Industry Manager for the Company’s Steel/Fluid
Power business in Europe, the Middle East, and Africa from 1996
through December 2001.

Mr. Nieman was elected to his current position effective
February 1, 2005, after holding the position of Managing
Director, Asia/Pacific since August 2003. He was also Global
Business Unit Manager Value Added Resellers—Metalworking,
Quaker Chemical B.V., the Company’s Dutch affiliate, from
October 2000 to August 2003. He also held numerous sales and
marketing positions within Quaker since 1992.




Name, Age, and Present
Position with the Company

Wilbert Platzer, 43 ........ e
Vice President—Worldwide Operations

Irving H. Tyler, 46 . ...................
Vice President—Information Services
and Chief Information Officer

Mark A. Featherstone, 43 ...............
Global Controller

Business Experience During Past Five
Years and Period Served as an Officer

Mr. Platzer was elected to his current position in January 2001.
He was Director of Operations—Europe, Quaker Europe B.V.,
the Company’s Dutch affiliate from July 1999 through December
2000.

Mr. Tyler was elected to his current position in January 2001. He
was the Company’s Director of Information Services and Chief
Information Officer from July 1999 through December 2000.

Mr. Featherstone joined the Company as Global Controller in
May 2001. Previously, he was Senior Vice President-Finance and
Controller at Internet Partnership Group from April 2000 to
March 2001. He was also Director of Financial Policies and
Projects at Coty Inc. from May 1996 to March 2000.



PART I1

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities.

The Company’s common stock is listed on the New York Stock Exchange (“NYSE”) under the trading
symbol KWR. The following table sets forth, for the calendar quarters during the past two years, the range of
high and low sales prices for the common stock as reported on the NYSE consolidated tape (amounts rounded to
the nearest penny), and the quarterly dividends declared and paid:

Price Range Dividends Dividends
2004 2003 Declared Paid
High Low High Low 2004 2003 2004 2003
Firstquarter ................... $30.70 $23.55 $23.46 $18.07 $0.215 $0.21 $ 0.21 $0.21
Second quarter .. ............... 28.60 24.00 2638 2031 0215 021 0215 0.21
Third quarter .................. 2775 2374 2850 2229 0.215 021 0215 0.21
Fourthquarter ................. 2500 2184 3075 2344 0215 021 0215 0.21

As of January 17, 2005 there were 806 shareholders of record of the Company’s common stock, its only
outstanding class of equity securities.

Reference is made to the information appearing under the caption “Equity Compensation Plans” in Item 12
of this Report, which is incorporated herein by this reference.

Every holder of Quaker common stock is entitled to one vote or ten votes for each share held of record on
any record date depending on how long each share had been held. As of January 17, 2005, 9,668,753 shares of
Quaker common stock were issued and outstanding. Based on the information available to the Company, on
January 17, 2005, the holders of 1,205,501 shares of Quaker common stock would have been entitled to cast ten
votes for each share, or approximately 59% of the total votes that would have been entitled to be cast as of that
record date and the holders of 8,463,252 shares of Quaker common stock would have been entitled to cast one
vote for each share, or approximately 41% of the total votes that would have been entitled to be cast as of that
date. The number of shares that are indicated as entitled to one vote includes those shares presumed to be entitled
to only one vote. Because the holders of these shares may rebut this presumption, the total number of votes
entitled to be cast as of January 17, 2005 could be more than 20,518,262.




Item 6. Selected Financial Data.

The following table sets forth selected financial information for the Company and its consolidated

subsidiaries:

2004 2003 2002 20010 2000
(Dollars in thousands, except per share amounts)
Summary of Operations:
Netsales ... $400,695 $340,192 $274,521 $251,074 $267,570
Income before taxes, equity income and minority
INterest ...ttt 17,457 24,118 24,318 14,430 26,486
Netincome ............iriiiirnanannnnn. 8,974 14,833 14,297 7,665 17,163
Per share:
Net income-basic ..................... $ 093 § 158 $ 156 § 85 § 194
Netincome-diluted .................... $ 09 $ 152 §$ 151 § 84§ 193
Dividends declared .................... 0.86 0.84 0.84 0.82 0.80
Dividends paid ............... ... .. ... 0.855 0.84 0.835 0.82 0.79
Financial Position:
Working capital .......................... $ 45,569 $ 37,137 $ 37,529 $ 47,424 $ 52,981
Totalassets .........ovie i 324,893 289,467 213,858 179,666 188,239
Long-termdebt . .......................... 14,848 15,827 16,590 19,380 22,295
Shareholders” equity .. ......... ... ... . ... 122,587 112,352 88,055 80,899 84,907

{1) The results of operations for 2001 include restructuring charges of $4,039 after-tax; an additional provision
for doubtful accounts related to the poor financial condition of certain customers of $1,380 after-tax; an
environmental charge of $345 after-tax; and organizational structure charges of $184 after-tax.

(2) The results of operations for 2000 include an additional provision for doubtful accounts related to the poor
financial condition of certain customers of $1,154 after-tax; a net gain on exit of businesses of $1,016 after-

tax; and an environmental charge of $1,035 after-tax.



Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Executive Summary

Quaker Chemical Corporation is a worldwide developer, producer, and marketer of chemical specialty
products and a provider of chemical management services for various heavy industrial and manufacturing
applications around the globe, with significant sales to the steel and automotive industries. The Company’s
strategies and initiatives flow from three business imperatives: (1) sell customer solutions—value—not just
fluids, (2) operate as a globally integrated whole, and (3) harness the power of our global knowledge and
learning. Success factors critical to the Company’s business include successfully differentiating the Company’s
offering from its competition, operating efficiently and profitably as a globally integrated whole, and increasing
market share and customer penetration through internally developed business programs and strategic
acquisitions.

The results for 2004 reflect the challenging business environment in which the Company operates. The
Company experienced significant revenue growth of 18% in 2004 versus 2003, driven by base business growth,
the full year impact of the Company’s 2003 acquisitions, and favorable foreign exchange. Approximately half of
the Company’s base business growth was due to the full year effect of the Company’s chemical management
services (CMS) contracts, which were effective May of 2003, as well as additional contracts awarded in 2004.
The remaining base business increase in revenue was attributable to growth in the Asia/Pacific, North and South
American regions, partially offset by lower sales in Europe.

Even with this revenue increase, earnings were down versus 2003 due to significantly higher raw material
and selling, general and administrative costs. Since the second half of 2003, the Company has experienced a
continual escalation in the pricing of its key raw materials, particularly those derived from crude oil. Although
the Company announced and implemented price increases during the third and fourth quarters of 2004, the
benefit of these increases did not mitigate fully the impact of these higher raw material costs in 2004. The
Company’s U.S. CMS program contributed to profitability in 2004 as a result of numerous product conversions
completed during the latter half of 2004. Increases in selling, general and administrative costs were associated
with strategic initiatives, as well as a range of administrative costs such as Sarbanes-Oxley compliance, pension,
incentive compensation, and higher sales commissions.

In the fourth quarter of 2004, the Company began efforts to realign the organization and reduce costs by
announcing the consolidation of its administrative facilities in Hong Kong with its Shanghai headquarters.
Further actions to eliminate additional positions were taken in the U.S. and Europe during the first quarter of
2005. The Company expects to reinvest the savings from these actions, estimated to be within the range of $1.3
to $1.5 million annually, in higher growth areas such as Asia/Pacific and in the continuing development of new,
complementary businesses.

The Company expects earnings to improve after a disappointing 2004. The Company’s 2005 plans call for
high single digit revenue growth and margin improvements assuming raw material costs stabilize. The Company
remains committed to its strategic imperatives and will stay focused on managing its raw materials and other
costs and its pricing. Also, with its strong financial position and cash flow generation, the Company will continue
to pursue acquisitions and it expects to continue its record of annual dividend increases.

Critical Accounting Policies and Estimates

Quaker’s discussion and analysis of its financial condition and results of operations are based upon Quaker’s
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these financial statements requires Quaker to make estimates
and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related
disclosure of contingent assets and liabilities. On an ongoing basis, Quaker evaluates its estimates, including
those related to customer sales incentives, product returns, bad debts, inventories, property, plant, and equipment,
investments, intangible assets, income taxes, financing operations, restructuring, accrued incentive compensation
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plans, pensions and other postretirement benefits, and contingencies and litigation. Quaker bases its estimates on
historical experience and on various other assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under
different assumptions or conditions.

Quaker believes the following critical accounting policies describe the more significant judgments and
estimates used in the preparation of its consolidated financial statements:

1. Accounts receivable and inventory reserves and exposures—Quaker establishes allowances for
doubtful accounts for estimated losses resulting from the inability of its customers to make required
payments. If the financial condition of Quaker’s customers were to deteriorate, resulting in an impairment of
their ability to make payments, additional allowances may be required. Downturns in the overall economic
climate may also exacerbate specific customer financial issues. As part of its terms of trade, Quaker may
custom manufacture products for certain large customers and/or may ship product on a consignment basis.
Further, a significant portion of Quaker’s revenues is derived from sales to customers in the U.S. steel
industry, where a number of bankruptcies have occurred during recent years. Through 2003, Quaker
recorded additional provisions for doubtful accounts primarily related to bankruptcies in the U.S. steel
industry. When a bankruptcy occurs, Quaker must judge the amount of proceeds, if any, that may ultimately
be received through the bankruptcy or liquidation process. These matters may increase the Company’s
exposure should a bankruptcy occur, and may require writedown or disposal of certain inventory due to its
estimated obsolescence or limited marketability. Customer returns of products or disputes may also result in
similar issues related to the realization of recorded accounts receivable or returned inventory. Reserves for
customers filing for bankruptcy protection are generally established at 75-100% of the amount owed at the
filing date, dependent on the Company’s evaluation of likely proceeds from the bankruptcy process. Large
and/or financially distressed customers are generally reserved for on a specific review basis while a general
reserve is established for other customers based on historical experience. The Company’s consolidated
allowance for doubtful accounts was $6.8 million and $6.8 million at December 31, 2004 and 2003
respectively. Further, the Company recorded provisions for doubtful accounts of $0.5 million, $1.0 million
and $1.4 million in 2004, 2003 and 2002 respectively. An increase of 10% to the recorded provisions would
have decreased the Company’s pre-tax earnings by $0.05 million, $0.1 million and $0.14 million in 2004,
2003 and 2002, respectively.

2. Environmental and litigation reserves—Accruals for environmental and litigation matters are
recorded when it is probable that a liability has been incurred and the amount of the liability can be
reasonably estimated. Accrued liabilities are exclusive of claims against third parties and are not discounted.
Environmental costs and remediation costs are capitalized if the costs extend the life, increase the capacity
or improve the safety or efficiency of the property from the date acquired or constructed, and/or mitigate or
prevent contamination in the future. Estimates for accruals for environmental matters are based on a variety
of potential technical solutions, governmental regulations and other factors, and are subject to a large range
of potential costs for remediation and other actions. A considerable amount of judgment is required in
determining the most likely estimate within the range, and the factors determining this judgment may vary
over time. Similarly, reserves for litigation and similar matters are based on a range of potential outcomes
and require considerable judgment in determining the most probable outcome. If no amount within the range
is considered more probable than any other amount, the Company accrues the lowest amount in the range in
accordance with generally accepted accounting principles. An inactive subsidiary of the Company is
involved in asbestos litigation. If the Company ever concludes that it is probable it will be liable for any of
the obligations of such subsidiary, then it will record the associated liabilities if they can be reasonably
estimated. The Company will reassess this situation periodically in accordance with SFAS No. 5,
“Accounting for Contingencies.” See Note 15 of Notes to Consolidated Financial Statements which appears
in [tem 8§ of this Report.

3. Realizability of equity investments—Quaker holds equity investments in various foreign companies,
whereby it has the ability to influence, but not control, the operations of the entity and its future results.
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Quaker records an investment impairment charge when it believes an investment has experienced a decline
in value that is other than temporary. Future adverse changes in market conditions, poor operating results of
underlying investments, or devaluation of foreign currencies could result in losses or an inability to recover
the carrying value of the investments that may not be reflected in an investment’s current carrying value.
These factors may result in an impairment charge in the future. The carrying amount of the Company’s
equity investments at December 31, 2004 was $6.7 million and comprised of three investments totaling
$3.9, $2.2 and $0.6 million, respectively. During 2004, these equity investments reported net profits and
were not considered impaired.

4. Tax exposures and valuation allowances—Quaker records expenses and liabilities for taxes based on
estimates of amounts that will be ultimately determined to be deductible in tax returns filed in various
jurisdictions. The filed tax returns are subject to audit, often several years subsequent to the date of the
financial statements. Disputes or disagreements may arise during audits over the timing or validity of certain
items or deductions, which may not be resolved for extended periods of time. Quaker establishes reserves for
potential tax audit and other exposures as transactions occur and reviews these reserves on a regular basis;
however, actual exposures and audit adjustments may vary from these estimates. Quaker also records valuation
allowances when necessary to reduce its deferred tax assets to the amount that is more likely than not to be
realized. While Quaker has considered future taxable income and ongoing prudent and feasible tax planning
strategies in assessing the need for the valuation allowance, in the event Quaker were to determine that it
would be able to realize its deferred tax assets in the future in excess of its net recorded amount, an adjustment
to the deferred tax asset would increase income in the period such determination was made. Likewise, should
Quaker determine that it would not be able to realize all or part of its net deferred tax assets in the future, an
adjustment to the deferred tax asset would be charged to income in the period such determination was made
which could have a material adverse impact on the Company’s financial statements. U.S. income taxes have
not been provided on the undistributed earnings of non-U.S. subsidiaries since it is the Company’s intention to
continue to reinvest these earnings in those subsidiaries for working capital and expansion needs. U.S. and
foreign income taxes that would be payable if such earnings were distributed may be lower than the amount
computed at the U.S. statutory rate due to the availability of tax credits.

5. Restructuring liabilities—Restructuring charges may consist of charges for employee severance,
rationalization of manufacturing facilities and other items. In 2001, Quaker recorded restructuring and other
exit costs, including involuntary termination of certain employees, in accordance with the Financial
Accounting Standards Board’s (“FASB”) Emerging Issues Task Force Issue No. 94-3, “Liability
Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including
Certain Costs Incurred in a Restructuring).” Certain of these items, particularly those involving impairment
charges for assets to be sold or closed, require significant estimates and assumptions in terms of estimated
sale proceeds, date of sale, transaction costs and other matters, and these estirnates can change based on
market conditions and other factors. In July 2002, the FASB issued SFAS No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities,” which nullified EITF Issue No. 94-3. The Company adopted
the provisions of SFAS No. 146 effective for exit or disposal activities initiated after December 31, 2002.
The principal difference between SFAS No. 146 and EITF 94-3 relates to its requirements for recognition of
a liability for a cost associated with an exit or disposal activity. SFAS No. 146 requires that a liability for a
cost associated with an exit or disposal activity be recognized when the liability is incurred. Under EITF
94-3, a liability for exit costs is recognized at the date of an entity’s commitment to an exit plan. In February
2005, the Company completed the sale of a portion of its Villeneuve, France site. The Company incurred no
loss on this portion of the sale and expects to complete the sale of the remaining property in 2005. The
Company ceased manufacturing operations at this facility effective March 31, 2002. Production was
consolidated into its facilities in Uithoorn, The Netherlands and Santa Perpetua de Mogoda, Spain. Sales
and laboratory activities will continue at the Villeneuve site pending its complete sale. If the Company’s
estimated selling price at December 31, 2004 changed by 10%, the impact to the Company’s pre-tax
earnings would be approximately $0.1 million.

6. Goodwill and other intangible assets—Goodwill and other intangible assets are evaluated in
accordance with SFAS No. 142, “Goodwill and Other Intangible Assets.” Intangible assets, which do not
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have indefinite lives, are recorded at fair value and amortized over a straight-line basis based on third party
valuations of the assets. Goodwill and intangible assets, which have indefinite lives, are no longer amortized
and are required to be assessed at least annually for impairment. The Company compares the assets’ fair
value to its carrying value primarily based on future discounted cash flows in order to determine if an
impairment charge is warranted. The estimates of future cash flows involve considerable management
judgment and are based upon assumptions about expected future operating performance. Assumptions used
in these forecasts are consistent with internal planning. The actual cash flows could differ from
management’s estimates due to changes in business conditions, operating performance, and economic
conditions. The Company completed its annual impairment assessment as of the end of the third quarter
2004 and no impairment charge was warranted. The Company’s consolidated goodwill and indefinite-lived
intangible assets at December 31, 2004 and 2003 were $35.5 million and $33.9 million, respectively. The
Company’s assumption of weighted average cost of capital and estimated future net operating profit after
tax (NOPAT) are particularly important in determining whether an impairment charge has been incurred.
The Company currently uses a weighted average cost of capital of 12% and, at September 30, 2004, this
assumption would have had to increase by 6 percentage points before any of the Company’s reporting units
would fail step one of the SFAS No. 142 impairment analysis. Further, at September 30, 2004, the
Company’s estimate of future NOPAT would have had to decrease by more than 32% before any of the
Company’s reporting units would be considered potentially impaired.

7. Postretirement benefits—The Company provides certain pension and other postretirement benefits
to employees and retirees. Independent actuaries, in accordance with accounting principles generally
accepted in the United States, perform the required valuations to determine benefit expense and, if
necessary, non-cash charges to equity for additional minimum pension liabilities. Critical assumptions used
in the actuarial valuation include the weighted average discount rate, rates of increase in compensation
levels and expected long-term rates of return on assets. If different assumptions were used, additional
pension expense or charges to equity might be required. For 2004, the Company incurred such a non-cash
charge to equity of $1.1 million. The Company’s pension plan year-end is November 30, which serves as
the measurement date. The following table highlights the potential impact on the Company’s pretax
earnings due to changes in assumptions with respect to the Company’s pension plans, based on assets and
liabilities at December 31, 2004:

1/2 Percentage Point 1/2 Percentage Point
Increase Decrease

Foreign Domestic Total Foreign Domestic Total

(Dollars in millions)
DisCounirate ..........c.covviinvennnnnnion. $0.4) $0.2) $(0.6) $0.4 $0.3  $0.7
Expected rate of return on plan assets . . ........ $0.2) $%(0.2) $04) $0.2 $0.2 %04

Recently Issued Accounting Standards

In December 2004, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position
(“FSP”) No. 109-2, “Accounting and Disclosure Guidance for the Foreign Earnings Repatriation Provision
within the American Jobs Creation Act of 2004” (“FSP 109-2”). FSP 109-2 provides guidance under FASB
Statement 109, “Accounting for Income Taxes,” with respect to recording the potential impact of the repatriation
provisions of the American Jobs Creation Act of 2004 (the “Act”) on enterprises’ income tax expense and
deferred tax liability. The Act was enacted on October 22, 2004. The Act creates a temporary incentive for U.S.
corporations to repatriate income earned abroad principally for earnings that have previously been deemed
permanently reinvested by providing a dividends received deduction for certain dividends from controlled
foreign corporations. Because of limitations contained within the provision, it is not expected that the Company
will avail itself of this provision.

In December 2004, the FASB issued FSP No. FAS 109-1, “Application of FASB Statement No. 109,
“Accounting for Income Taxes,” to the Tax Deduction on Qualified Production Activities Provided by the
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American Jobs Creation Act of 2004” (“FSP 109-1""). FSP 109-1 provides guidance on applying the deduction
for income from qualified domestic production activities. The deduction will be phased in from 2005 through
2010. The deduction will be treated as a “special deduction” as described in FASB Statement No. 109. As such,
the special deduction has no effect on deferred tax assets and liabilities existing at the enactment date. Rather, the
impact of this deduction will be reported in the period in which the deduction is claimed on the Company’s tax
return. The Company does not expect the phase in of this new deduction to result in a material change in its
effective tax rate in future periods, based on current earnings levels.

In December 2004, the FASB issued its final standard on accounting for share-based payments, SFAS 123R
(Revised 2004), Share-Based Payments (“SFAS 123R”). SFAS 123R requires companies to expense the fair
value of employee stock options and other similar awards, effective for interim and annual periods beginning on
or after June 15, 2005. When measuring the fair value of these awards, companies can choose two different
pricing models that appropriately reflect their specific circumstances and the economics of their transactions. In
addition, the Company is in the process of selecting one of three transition methods available under SFAS 123R.
Accordingly, the Company has not yet determined the impact on our consolidated financial statements of
adopting SFAS 123R.

In December 2004, the FASB issued its final standard on accounting for exchanges on non-monetary assets,
SFAS 153, “Exchange of Non-monetary Assets an amendment of APB Opinion No. 297 (“SFAS 153”). SFAS
153 requires that exchanges of non-monetary assets be measured based on the fair value of assets exchanged for
annual periods beginning after June 15, 2005. The Company is currently evaluating the impact of SFAS 153.

In November 2004, the FASB issued Statement of Financial Accounting Standards No. 151, Inventory
Costs—an amendment of ARB 43, chapter 4 (“SFAS 151”). SFAS 151 clarifies the accounting for abnormal
amounts of idle facility expense, freight, handling costs, and wasted material (spoilage) in the determination of
inventory carrying costs. The statement requires that such costs be recognized as a current period expense. SFAS
151 also requires that allocation of fixed production overheads to the costs of conversion be based on the normal
capacity of the production facilities. This statement is effective for fiscal years beginning after July 15, 2005. The
Company is currently evaluating the impact of this standard.

Liguidity and Capital Resources

Quaker’s cash and cash equivalents increased to $29.1 million at December 31, 2004 from $21.9 million at
December 31, 2003. The increase is primarily from $3.4 million cash provided by operating activities and $7.4
million provided by financing activities, offset in part by $6.6 million used in investing activities.

Net cash flow provided by operating activities was $3.4 million in 2004 compared to $8.4 million in 2003,
The Company’s lower net income was primarily responsible for the decrease compared to the prior year,
however there were some significant swings in the Company’s working capital accounts. Accounts receivable in
2004 has had less of an impact on operating cash flow, reflecting the initial working capital investment
associated with the Company’s new CMS contracts, which began in the second quarter of 2003. In addition, in
2004, the Company entered into additional CMS contracts, which have impacted our working capital accounts.
The increase in inventory is attributable to higher business levels, particularly in the South American and Asia/
Pacific markets, the additional CMS contracts in the U.S., and higher raw material costs. The change in estimated
taxes on income is reflective of a $2.6 million tax settlement received in 2003 versus a $3.0 million overpaid tax
position in 2004 relating to our European operations. Approximately $2.0 million of this overpaid tax position
was received in January of 2005.

Net cash used in investing activities was $6.6 million in 2004 compared to $24.4 million in 2003. In 2004,
the Company made no acquisitions versus $16.0 million paid in 2003 for the Company’s acquisitions of Vulcan,
Eural and KS Chemie. Capital expenditures were $4.0 million less in 2004 compared to 2003 reflective of higher
spending in 2003 for the Company’s U.S. lab renovation and the Company’s global ERP implementation.
Dividends and distributions from associated companies decreased $3.8 million from 2003. In 2003, the Company
had received a $3.9 million priority distribution from its real estate joint venture. The increase in proceeds from
disposition of assets is primarily due to the sale of real estate by the Company’s majority-owned Australian
subsidiary.
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In January 2001, the Company contributed its Conshohocken, Pennsylvania property and buildings (the
“Site™) into a real estate joint venture (the “Venture”) in exchange for a 50% interest in the Venture. The Venture
did not assume any debt or other obligations of the Company and the Company did not guarantee nor was it
obligated to pay any principal, interest or penalties on any of the Venture’s indebtedness. The Venture renovated
certain of the existing buildings at the Site, as well as built new office space (the “Project”). In December 2000,
the Company entered into an agreement with the Venture to lease approximately 38% of the Site’s available
office space for a 15-year period commencing February 2002, with multiple renewal options. The Company
believes the terms of this lease are no less favorable than the terms it would have obtained from an unaffiliated
third party. [n February 2005, the Venture sold its real estate assets, which resulted in $4.2 million of proceeds to
the Company after payment of the partnership obligations.

Net cash flows provided by financing activities were $7.4 million in 2004 versus $22.0 million in 2003. The
change in cash flows was primarily the result of higher debt incurred to fund the Company’s acquisitions in 2003.

The Company maintains various credit facilities with multiple banks. At December 31, 2003, the Company
had credit facilities totaling $50.0 million, of which $30.0 million was committed and $20.0 million was
uncommitted. Throughout 2004, the Company took action in both the U.S. and Europe to increase its credit
facilities to $95.0 million at December 31, 2004, of which $40.0 million was committed and $55.0 million was
uncommitted. The provisions of the agreements require that the Company maintain certain financial ratios and
covenants, all of which the Company was in compliance with as of December 31, 2004 and 2003. Under its most
restrictive covenants the Company can borrow an additional $23.5 million. The Company believes that it is
capable of renewing its current credit facilities, on an annual basis, or obtaining alternative borrowing capacity
on competitive terms. Although the terms of the agreements vary, the interest rates applied to borrowings are
generally based, at the Company’s option, on either a prime rate, LIBOR rate, or Euro dollar rate, plus or minus a
margin. At December 31, 2004 and 2003, the Company had approximately $57.0 million and $39.8 million
outstanding on these credit lines at a weighted average borrowing rate of 2.9% and 1.9%, respectively.

The Company believes that, in 2005, it is capable of supporting its operating requirements including pension
plan contributions, payments of dividends to shareholders, possible acquisition opportunities, and possible
resolution of contingencies, through internally generated funds supplemented with debt as needed.

The following table summarizes the Company’s contractual obligations at December 31, 2004, and the effect
such obligations are expected to have on its liquidity and cash flow in future periods. Pension and other
postretirement plan contributions beyond 2005 are not determinable since the amount of any contribution is heavily
dependent on the future economic environment and investment returns on pension trust assets (amounts in millions):

Payments due by period

2010 and
Contractual Obligations Total 2005 2006 2007 2008 2009 beyond
Short-termdebt . ............... ... $ 57124 $57124 $§ — $ — $§ — § — $§ —
Long-termdebt .................... 15911 3316 3380 3405 0572 0.238 5.000
Capital lease obligations ............ 2707 0482 0470 0450 0413 0.347 0.545
Non-cancelable operating leases . ... .. 24.407 4721 3.694 3324 2685 1.298 8.685
Purchase obligations . ............... 2.898 2.898 — — — — —
Pension and other postretirement plan
contributions ... .............. ... 11955  11.955 — — — — —
Other long-term liabilities (primarily
deferred compensation
agreements) .................... 7.372 — — — — — 7.372
Total contractual cash obligations ... .. $122.374 $80.496 $7.544 $7.179 $3.670 $1.883 $21.602
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Operations

Comparison of 2004 with 2003

Consolidated net sales increased by 18% to $400.7 million in 2004 from $340.2 million in 2003. The impact
from foreign exchange rate translation increased sales by approximately $14.7 million, or 4%. The timing of the
Company’s 2003 acquisitions increased net sales by $16.2 million, or 5%, and the Company’s new chemical
management services (“CMS”™) contracts, increased net sales by $17.2 million, or 5%. The remaining 4%
increase in net sales was attributable to growth in the Asia/Pacific and North and South American regions
partially offset by lower sales in Europe. The decline in business in Europe was substantially caused by softness
in sheet steel demand. Although the Company’s market share in this region remained stable during 2004, the
increased competitive pressures experienced in late 2003 also affected the yearly comparisons.

During 2003, the Company began a new approach to its chemical management services (CMS) business in
order to further the Company’s strategic imperative to sell customer solutions—value—not just fluids. Under the
Company’s traditional CMS approach, the Company effectively acts as an agent whereby it purchases chemicals
from other companies and resells the product to the customer at little or no margin and earns a set managément
fee for providing this service. Therefore, the profit earned on the management fee is relatively secure as the entire
cost of the products is passed on to the customer. The new approach to CMS is dramatically different. The
Company receives a set management fee and the costs that relate to those management fees are largely connected
to how well the Company controls product costs and achieves product conversions from other third party
suppliers to its own products. With this new approach come new risks and opportunities, as the profit earned
from the management fee is subject to movements in product costs as well as the Company’s own performance.
The Company believes this new approach is a way for Quaker to become an integral part of our customers’
operational efforts to improve manufacturing costs and to demonstrate value that the Company would not be able
to demonstrate as purely a product provider.

With this new approach, the Company was awarded a series of multi-year CMS contracts at General Motors
Powertrain and DaimlerChrysler manufacturing sites in 2003 and 2004. This business was an important step in
building the Company’s share and leadership position in the automotive process fluids market and should
position the Company well for penetration of CMS opportunities in other metalworking manufacturing sites. This
new approach has also had a dramatic impact on the Company’s revenue and margins. Under the traditional CMS
approach, where the Company effectively acts as an agent, the revenue and costs from these sales are reported on
a net sales or “pass-through” basis. As discussed above, the structure of the new CMS approach is different in
that the Company’s revenue received from the customer is a fee for products and services provided to the
customer, which are indirectly related to the actual costs incurred. As a result, the Company recognizes in
reported revenues the gross revenue received from the CMS site customer, and in cost of goods sold, the third
party product purchases, which substantially offset each other until the Company achieves significant product
conversions. There are two critical success factors for this new approach. First, is to create savings for a customer
based on our ability to help apply the product better and improve the customer’s own processes. Second, is to
convert more of the product being used to Quaker product rather than a competitor’s product. While the
Company’s U.S. CMS program contributed to profitability in 2004 as a result of numerous product conversions
completed during the latter half of 2004, overall performance was tempered by higher third party product costs
and higher consumption levels.

Gross profit (net sales less cost of goods sold) as a percentage of sales declined from 35.7% in 2003 to
32.7% in 2004. The new CMS contracts resulted in an increase in the Company’s reported revenue of
approximately $17.2 million and a corresponding decrease in gross profit as a percentage of sales of
approximately 1.3 percentage points. The remaining decline in gross profit as a percentage of sales was primarily
due to increased raw material costs, as well as unfavorable product and geographic mix. Even though the
Company experienced a four-year high in the pricing of its key raw material markets at the end of 2003, the
pricing of these key raw materials continued to escalate in 2004. While the Company benefited from the
implementation of price increases announced during the third and fourth quarters of 2004, these gains were more
than offset by the continued increase in raw material prices, particularly crude oil-based derivatives.
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Selling, general and administrative costs (“SG&A”™) as reported for 2004 were $113.5 million compared to
$97.2 million in 2003. Approximately 40% of the $16.3 million increase was due to foreign exchange rate
translation and the Company’s 2003 acquisition activity, which impacted SG&A by approximately $3.9 million
and $2.4 million, respectively. The majority of the remaining increase was due to costs associated with strategic
initiatives, as well as a range of administrative costs such as Sarbanes-Oxley compliance, pension, incentive
compensation, and higher sales commissions. The Company’s strategic initiatives include expanding our
presence in the Asia/Pacific region, further supporting our CMS business, the continued rollout of our global
ERP system, and continuing development of new, complementary businesses.

During the fourth quarter of 2004, the Company began efforts to realign the organization and reduce costs
by announcing the consolidation of its administrative facilities in Hong Kong with its Shanghai headquarters,
resulting in a $0.5 million pre-tax charge for restructuring and related activities. The Company continued these
efforts in the first quarter of 2005 with the elimination of additional positions in the U.S. and Europe. An
annualized saving of $1.3 million to $1.5 million is expected from these actions. These savings will be reinvested
in the Company’s strategic initiatives.

The increase in other income in 2004 reflects a gain on the sale of real estate by the Company’s majority-
owned Australian subsidiary, as well as higher priority return distributions from the Company’s real estate joint
venture in Conshohocken. The increase in interest expense in 2004 is primarily due to higher debt balances
outstanding during 2004 as well as higher short-term interest rates on the Company’s credit facilities.

The Company’s effective tax rate was 31.5% in 2004 and 31% in 2003. The effective tax rate is dependent
on many internal and external factors and is assessed by the Company on a regular basis. In August 2004, a U.S.
Federal tax audit began in accordance with the Company’s normal three-year cycle. As of December 31, 2004,
this audit was still ongoing. Currently, the Company anticipates its effective tax rate for 2005 will remain in the
31% to 32% range.

The $0.8 million increase in minority interest expense in 2004 is primarily due to the gain on the sale of real
estate relating to the Company’s Australian operations mentioned above as well as a stronger performance from
the Company’s Brazilian joint venture.

Segment Reviews—Comparison of 2004 with 2003
Metalworking Process Chemicals:

Metalworking process chemicals, which consists of industrial process fluids for various heavy industrial and
manufacturing applications, represented approximately 93% of the Company’s sales in 2004. Reported revenues
in this segment were up approximately 18% compared with 2003. The Company’s new CMS contracts accounted
for approximately 6 percentage points of the revenue growth in this segment. The timing of the Company’s 2003
acquisitions of Vulcan, Eural, and KS Chemie accounted for approximately 5 percentage points of the revenue
growth in this segment. Currency translation increased sales by 5 percentage points, primarily due to the higher
average Euro to U.S. dollar exchange rate of 1.24 in 2004 compared to 1.13 in 2003. The remaining net sales
increase of 2% was primarily due to 17% growth in South America, 13% growth in Asia/Pacific, and 5%
increase in the U.S. base business, offset by decreases in our European sales, which was down 3%, all on a
constant currency basis. The operating income in this segment increased by $1.8 million or 3%. The disparity
between the increase in sales and operating income is largely reflective of the Company’s new approach to its
CMS business, discussed above. Further, this segment’s operating income was negatively impacted by
significantly higher raw material costs, unfavorable product and regional sales mix as well as higher selling costs.

Coatings:

The Company’s coatings segment represented approximately 6% of the Company’s sales in 2004 and
contained products that provide temporary and permanent coatings for metal and concrete products and chemical
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milling maskants. Revenues for this segment were up approximately $1.8 million or 8% for 2004 compared with
the prior year primarily due to higher chemical milling maskant sales to the aerospace industry, as well as new
customer penetration in roofing sealants. Operating income increased $0.6 million over 2003, consistent with the
noted volume increases.

Other Chemical Products:

Other chemical products represents approximately 1% of total sales in 2004 and consists of sulfur removal
products for industrial gas streams sold by the Company’s Q2 Technologies joint venture. Sales for 2004
increased $1.3 million primarily due to special one-time sales to this segment’s largest customer. Operating
income increased by $0.2 million over the prior year, due to the noted volume increases offset by higher raw
material costs.

Comparison of 2003 with 2002

Consolidated net sales increased by 24% to $340.2 million in 2003 from $274.5 million in 2002. The impact
from foreign exchange rate translation increased sales by approximately $18.2 million, or 7%. The Company’s
2003 acquisitions and the timing of the 2002 acquisitions increased net sales by $14.0 million, or 5%, and the
Company’s chemical management services (“CMS”) contracts, which were effective May 1, 2003, increased net
sales by approximately $27.0 million or 10%. The remaining 2% increase in net sales was due primarily to
double-digit growth in the Asia/Pacific and South American regions partially offset by a decline in business in
the U.S. and Europe. The decline in business in the U.S. and Europe was substantially caused by softness in sheet
steel demand. In addition, in late 2003, the Company experienced some increased competition as a result of the
Company’s strong market share coupled with its customers’ interest in establishing second source suppliers.

During 2003, the Company began a new approach to its CMS business as described above in order to further
the Company’s strategic imperative to sell customer solutions—value—not just fluids. With this new approach,
the Company was awarded a series of multi-year CMS contracts at General Motors Powertrain and Daimler
Chrysler manufacturing sites in 2003. This business was an important step in building the Company’s share and
leadership position in the automotive process fluids market and should position the Company well for penetration
of CMS opportunities in other metalworking manufacturing sites. This new approach also had a dramatic impact
on the Company’s revenue and margins.

Gross profit (net sales less cost of goods sold) as a percentage of sales declined from 40.6% in 2002 to 35.7%
in 2003. The new CMS contracts resulted in an increase in reported revenue of approximately $27.0 million and a
corresponding decrease in gross profit as a percentage of sales of approximately 3 percentage points. The remaining
decline in gross profit as a percentage of sales is primarily due to increased raw material costs and product mix. At
the end of 2003, the Company experienced a four-year high in the pricing of its key raw material markets
specifically crude oil-based, animal fat and vegetable oil derivatives. The Company estimates the raw material price
increases negatively impacted gross profit by approximately $2.5 million in 2003.

Selling, general and administrative costs (“SG&A”) as reported for 2003 were $97.2 million compared to
$87.6 million in 2002. Approximately three quarters of the $9.6 million increase is due to foreign exchange rate
translation and the Company’s acquisition activity, which impacted SG&A by approximately $4.6 million and
$2.4 million, respectively. The remaining increase in SG&A was due to higher costs including pension,
insurance, and the Company’s continued rollout of its global ERP system, offset in part by reduced incentive
compensation expense.

Also included in the 2003 results is a $0.1 million net restructuring charge. 2003 severance program costs of
approximately $0.3 million were partially offset by the release of $0.2 million of unused restructuring accruals
related to the Company’s 2001 restructuring program.

The Company’s effective tax rate was 31% in 2003 versus 32% in 2002. The reduction in the effective tax rate is
reflective of the Company’s favorable settlement of several outstanding tax audits and appeal issues. The effective tax
rate is dependent on many internal and external factors and is assessed by the Company on a regular basis.
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Equity in net income of associated companies for 2003 was $0.9 million higher than 2002. This increase
primarily reflects a priority distribution received from the Company’s real estate joint venture as well as
improved performance from this venture compared to 2002.

The $0.5 million increase in minority interest expense is primarily due to full-year consolidation of the
Company’s South African joint venture. Effective July 1, 2002, the Company acquired a controlling interest of
Quaker Chemical South Africa (Pty.) Ltd. (South Africa).

Segment Reviews—Comparison of 2003 with 2002
Metalworking Process Chemicals:

Metalworking process chemicals, which consists of industrial process fluids for various heavy industrial and
manufacturing applications, represented approximately 92% of the Company’s sales in 2003. Reported revenues
in this segment were up approximately 26% compared with 2002. The Company’s new CMS contracts accounted
for approximately 11 percentage points of the revenue growth in this segment. The Company’s 2003 acquisitions
and the timing of the 2002 acquisitions accounted for approximately S percentage points of the revenue growth in
this segment. Currency translation increased sales by 7 percentage points, primarily due to the higher average
Euro to U.S. dollar exchange rate of 1.13 in 2003 compared to 0.94 in 2002. The remaining net sales increase of
3% was primarily due to 38% growth in South America and 14% growth in Asia/Pacific partially offset by a
decline in business in the U.S. of approximately 7% and Europe of 3%, all on a constant currency basis. The
operating income in this segment increased by $1.5 million or 3%. The disparity between the increase in sales
and operating income is largely reflective of the Company’s new approach to its CMS business, discussed above.
Further, this segiment’s operating income was negatively impacted by significantly higher raw material costs,
unfavorable product and regional sales mix as well as higher selling costs.

Coatings:

The Company’s coatings segment represented approximately 7% of the Company’s sales in 2003 and
contained products that provide temporary and permanent coatings for metal and concrete products and chemical
milling maskants. Revenues for this segment were up approximately $2.2 million or 11% for 2003 compared
with the prior year primarily due to the timing of the Company’s 2002 acquisition of Epmar, offset in part by
lower chemical milling maskant sales to the aerospace industry. Operating income was flat with the prior year.

Other Chemical Products:

Other chemical products represented approximately 1% of total sales in 2003 and consisted of sulfur
removal products for industrial gas streams sold by the Company’s Q2 Technologies joint venture. Sales for 2003
decreased $0.3 million primarily due to lower sales to the hydrocarbon market, with a corresponding decrease in
operating income.

Restructuring and Related Activities

In 2001, Quaker’s management approved restructuring plans to realign the organization and reduce
operating costs (2001 program). Quaker’s restructuring plans included the decision to close and sell
manufacturing facilities in the U.K. and France. In addition, Quaker consolidated certain functions within its
global business units and reduced administrative functions, as well as expensed costs related to abandoned
acquisitions. [ncluded in the restructuring charges were provisions for severance of 53 employees. Restructuring
and related charges of $5.854 million were recognized in 2001. The charge comprised $2.807 million related to
employee separations, $2.450 million related to facility rationalization charges, and $0.597 million related to
abandoned acquisitions. Employee separation benefits varied depending on local regulations within certain
foreign countries and included severance and other benefits. As of December 31, 2004, Quaker had completed 51
of the planned 53 employee separations under the 2001 program. No further terminations will occur under the
2001 program. During the fourth quarter of 2002, the Company completed the sale of its U.K. manufacturing
facility, which closed at the end of 2001. In 2003, the Company reversed $0.216 million of unused restructuring
accruals related to the 2001 program.
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In 2003, Quaker’s management approved a restructuring plan (2003 program). Included in the 2003
restructuring charge are provisions for severance for 9 employees totaling $0.273 million.

In 2004, Quaker’s management approved another restructuring plan by announcing the consolidation of its
administrative facilities in Hong Kong with its Shanghai headquarters (2004 program). Included in the 2004
restructuring charge are scverance provisions for 5 employees totaling $0.119 million and an asset impairment
related to the Company’s previous plans to implement its global ERP system at this location totaling $0.331
million.

Quaker expects to substantially complete the initiatives contemplated under the restructuring plans,
including the sale of the remaining portion of its former manufacturing facility in France, during 2005. In
February 2005, the Company completed the sale of a portion of this property.

Accrued restructuring balances, included in other current liabilities and assigned to the Metalworking
segment, are as follows (amounts in millions):

Employee Facility Abandoned
Separations Rationalization Acquisitions Total

2001 Program:

Restructuring charges .......... .covveiinneeeennn. $ 2.807 $2.450 $0.597 $5.854
AsSSEtimpairment . ............ it — (1.015) — (1.015)
Payments . ... ..ottt e (0.111) (0.171) 0.597)  (0.879)
Currency translation and other ......................... 0.001 0.012 — 0.013
December 31, 2001 ending balance ..................... 2.697 1.276 — 3.973
Payments . ... ..o (1.374) (0.752) —_ (2.126)
Currency translation andother ........... ... ... ... .... 0.114 0.182 — 0.296
December 31, 2002 ending balance ..................... 1.437 0.706 — 2.143
Restructuring reversals ............. ... ... ... (0.156) (0.060) — (0.216)
Payments ... ... ot (0.832) (0.204) — (1.036)
Currency translationandother ......................... 0.001 0.083 — 0.084
December 31, 2003 ending balance ..................... 0.450 0.525 — 0.975
Payments . ...t e (0.249) (0.166) — (0.415)
Currency translationand other ........... ... .. ... .... 0.016 0.027 — 0.043
December 31, 2004 ending balance ..................... 0.217 0.386 — 0.603
2003 Program:

Restructuring charges ............. .. .. oo i, 0.273 — — 0.273
Payments . ... ... i (0.047) — — (0.047)
Currency translation andother ......................... 0.002 — — 0.002
December 31, 2003 ending balance ..................... 0.228 —_ — 0.228
Payments . ... e e (0.143) — — (0.143)
Currency translation and other ......................... 0.012 — — 0.012
December 31, 2004 ending balance ..................... 0.097 — — 0.097
2004 Program:

Restructuring charges ............ ... iiiiiiivnnen .. 0.119 0.331 — 0.450
Assetimpairment .......... ... ... — (0.331) — (0.331)
December 31, 2004 ending balance ..................... 0.119 — — 0.119
Total restructuring December 31, 2004 ending balance ... $ 0.433 $ 0.386 $ — $ 0819
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Environmental Clean-up Activities

The Company is involved in environmental clean-up activities in connection with an existing plant location
and former waste disposal sites. In April of 1992, the Company identified certain soil and groundwater
contamination at AC Products, Inc. (“ACP”), a wholly owned subsidiary. Voluntarily in coordination with the
Santa Ana California Regional Water Quality Board, ACP is remediating the contamination. The Company
believes that the remaining potential-known liabilities associated with these matters range from approximately
$0.9 million to $1.5 million, for which the Company has sufficient reserves. Notwithstanding the foregoing, the
Company cannot be certain that liabilities in the form of remediation expenses, fines, penalties, and damages will
not be incurred in excess of the amount reserved. See Note 15 of Notes to Consolidated Financial Statements
which appears in Item 8 of this Report.

General

The Company generally does not use financial instruments that expose it to significant risk involving
foreign currency transactions; however, the size of non-U.S. activities has a significant impact on reported
operating results and the attendant net assets. During the past three years, sales by non-U.S. subsidiaries
accounted for approximately 53% to 55% of the consolidated net annual sales. See Note 12 of Notes to
Consolidated Financial Statements which appears in Item 8 of this Report.

Factors that May Affect Our Future Results

(Cautionary Statements Under the Private Securities Litigation Reform Act of 1995)

Certain information included in this Report and other materials filed or to be filed by Quaker with the SEC
(as well as information included in oral statements or other written statements made or to be made by us) contain
or may contain forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended. These statements can be
identified by the fact that they do not relate strictly to historical or current facts. We have based these forward-
looking statements on our current expectations about future events. These forward-looking statements include
statements with respect to our beliefs, plans, objectives, goals, expectations, anticipations, intentions, financial
condition, results of operations, future performance and business, including:

» statements relating to our business strategy;

e our current and future results and plans; and

LR TS LET LIS

+ statements that include the words “may,” “could,” “should,” “would,” “believe,

“estimate,” “intend,” “plan” or similar expressions.

expect,” “anticipate,”

Such statements include information relating to current and future business activities, operational matters, capital
spending, and financing sources. From time to time, oral or written forward-looking statements are also included in
Quaker’s periodic reports on Forms 10-Q and 8-K, press releases and other materials released to the public.

Any or all of the forward-looking statements in this report, in Quaker’s Annual Report to Shareholders for
2004 and in any other public statements we make may turn out to be wrong. This can occur as a result of
inaccurate assumptions or as a consequence of known or unknown risks and uncertainties. Many factors
discussed in this Report will be important in determining our future performance. Consequently, actual results
may differ materially from those that might be anticipated from our forward-looking statements.

We undertake no obligation to publicly update any forward-looking statements, whether as a result of new
information, future events or otherwise, However, any further disclosures made on related subjects in Quaker’s
subsequent reports on Forms 10-K, 10-Q and 8-K should be consulted. These forward-looking statements are
subject to risks, uncertainties and assumptions about us and our operations that are subject to change based on
various important factors, some of which are beyond our control. A major risk is that the Company’s demand is
largely derived from the demand for its customers’ products, which subjects the Company to uncertainties related
to downturns in a customer’s business and unanticipated customer production shutdowns. Other major risks and
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uncertainties include, but are not limited to, significant increases in raw material costs, worldwide economic and
political conditions, foreign currency fluctuations, and terrorist attacks such as those that occurred on
September 11, 2001. Furthermore, the Company is subject to the same business cycles as those experienced by
steel, automobile, aircraft, appliance, and durable goods manufacturers. These risks, uncertainties, and possible
inaccurate assumptions relevant to our business could cause our actual results to differ materially from expected
and historical results. Other factors beyond those discussed below could also adversely affect us. Therefore, we
caution you not to place undue reliance on our forward-looking statements. This discussion is provided as
permitted by the Private Securities Litigation Reform Act of 1995.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Quaker is exposed to the impact of interest rates, foreign currency fluctuations, changes in commodity
prices, and credit risk.

Interest Rate Risk. Quaker’s exposure to market rate risk for changes in interest rates relates primarily to
its short and long-term debt. Most of Quaker’s long-term debt has a fixed interest rate, while its short-term debt
is negotiated at market rates which can be either fixed or variable. Accordingly, if interest rates rise significantly,
the cost of short-term debt to Quaker will increase. This can have an adverse effect on Quaker, depending on the
extent of Quaker’s short-term borrowings. As of December 31, 2004, Quaker had approximately $57.0 million in
short-term borrowings at a weighted average borrowing rate of approximately 2.9%.

Foreign Exchange Risk. A significant portion of Quaker’s revenues and earnings is generated by its
foreign operations. These foreign operations aiso hold a significant portion of Quaker’s assets and liabilities. All
such operations use the local currency as their functional currency. Accordingly, Quaker’s financial results are
affected by risks typical of global business such as currency fluctuations, particularly between the U.S. dollar, the
Brazilian real, and the E.U. euro. As exchange rates vary, Quaker’s results can be materially affected.

The Company generally does not use financial instruments that expose it to significant risk involving
foreign currency transactions; however, the size of non-U.S. activities has a significant impact on reported
operating results and the attendant net assets. During the past three years, sales by non-U.S. subsidiaries
accounted for approximately 53% to 55% of consolidated net annual sales.

In addition, the Company often sources inventory among its worldwide operations. This practice can give
rise to foreign exchange risk resulting from the varying cost of inventory to the receiving location as well as from
the revaluation of intercompany balances. The Company mitigates this risk through local sourcing efforts.

Commodity Price Risk. Many of the raw materials used by Quaker are commodity chemicals, and,
therefore, Quaker’s earnings can be materially affected by market changes in raw material prices. In certain
cases, Quaker has entered into fixed-price purchase contracts having a term of up to one year. These contracts
provide for protection to Quaker if the price for the contracted raw materials rises, however, in certain limited
circumstances, Quaker will not realize the benefit if such prices decline.

Credit Risk. Quaker establishes allowances for doubtful accounts for estimated losses resulting from the
inability of its customers to make required payments. If the financial condition of Quaker’s customers were to
deteriorate, resulting in an impairment of their ability to make payments, additional allowances may be required.
Downturns in the overall economic climate may also exacerbate specific customer financial issues. A significant
portion of Quaker’s revenues is derived from sales to customers in the U.S. steel industry, where a number of
bankruptcies occurred during recent years. Through 2003, Quaker recorded additional provisions for doubtful
accounts primarily related to bankruptcies in the U.S. steel industry. When a bankruptcy occurs, Quaker must
judge the amount of proceeds, if any, that may ultimately be received through the bankruptcy or liquidation
process. In addition, as part of its terms of trade, Quaker may custom-manufacture products for certain large
customers and/or may ship product on a consignment basis. These practices may increase the Company’s
exposure should a bankruptcy occur, and may require writedown or disposal of certain inventory due to its
estimated obsolescence or limited marketability. Customer returns of products or disputes may also result in
similar issues related to the realizability of recorded accounts receivable or returned inventory.
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Report of Independent Registered Public Accounting Firm

To the Shareholders and Board of Directors
of Quaker Chemical Corporation:

We have completed an integrated audit of Quaker Chemical Corporation’s 2004 consolidated financial
statements and of its internal control over financial reporting as of December 31, 2004 and audits of its 2003 and
2002 consolidated financial statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Our opinions, based on our audits, are presented below.

Consolidated financial statements

In our opinion, the consolidated financial statements listed in the index appearing under Item 15 (a) (1) on page
57 present fairly, in all material respects, the financial position of Quaker Chemical Corporation and its
subsidiaries at December 31, 2004 and 2003, and the results of their operations and their cash flows for each of
the three years in the period ended December 31, 2004 in conformity with accounting principles generally
accepted in the United States of America. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit of financial
statements includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in Management’s Report on Internal Control over
Financial Reporting appearing under Item 9A, that the Company maintained effective internal control over
financial reporting as of December 31, 2004 based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSQO”), is
fairly stated, in all material respects, based on those criteria. Furthermore, in our opinion, the Company
maintained, in all material respects, effective internal control over financial reporting as of December 31, 2004,
based on criteria established in Internal Control—Integrated Framework issued by the COSO. The Company’s
management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express
opinions on management’s assessment and on the effectiveness of the Company’s internal control over financial
reporting based on our audit. We conducted our audit of internal control over financial reporting in accordance
with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. An audit of internal control over financial reporting
includes obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we consider necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
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assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

/s/  PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP

Philadelphia, PA
March 9, 2005
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QUAKER CHEMICAL CORPORATICN
CONSOLIDATED STATEMENT OF INCOME

Year Ended December 31,
2004 2003 2002

(Doliars in thousands, except
per share amounts)

NEt SAlES . . oo ettt e $400,695 $340,192 $274,521
Costs and expenses:
Costof goodssold ... ... . e 269,818 218,818 162,944
Selling, general, and administrative eXpenses ...................... 113,536 97,202 87,604
Restructuring and related activities, net . ......... ... ... .. .. .. 450 57 —
383,804 316,077 250,548
Operating inCOME . . .. ..\ ittt ettt ettt 16,891 24,115 23,973
Otherincome, net ..., [ 1,818 764 1,135
INterest XPense . ... ..ottt (2,363) (1,576) (1,774)
IntereSt INCOME .« .ot e e s 1,111 815 984
Income before taxes, equity income and minority interest ................ 17,457 24,118 24,318
TaXeS QN INCOIMIE « o o vttt et ettt et e e ettt et ettt e e 5,499 7,488 7,782
11,958 16,630 16,536
Equity in net income of associated companies ................. ... .. 890 1,244 295
Minority interest in net income of subsidiaries . ........................ (3,874) (3,041) (2,534)
NELINCOME . .\ ettt e e e e e e et $ 8,974 $ 14833 $ 14,297
Per share data:
Net income—Dbasic .. ...ttt $ 093 $ 158 $ 1.56
Netincome—diluted ........... ... ..ottt $ 090 $ 152 $ 151
Weighted average shares outstanding:
BasiC .. e e 9,606 9,381 9,172
Diluted ... oo e 9,969 9,761 9,474

See notes to consolidated financial statements.
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QUAKER CHEMICAL CORPORATION
CONSOLIDATED BALANCE SHEET

December 31,

2004

2003

(Dollars in thousands,
except par value and
share amounts)

ASSETS
Current assets
Cash and cash equivalents . .. ........ ... i, $ 29,078 §$ 21,915
Accounts receivable, net .. ... L 87,527 78,121
Inventories, Net ... ... .. 41,298 32,211
Deferred iNCOme taXes . . .ot vttt e e e e 4,373 4,278
Prepaid expenses and other CUITent @ssets . ...t on e ennnnnn. 8,911 6,417
Total CuIrent aSSetsS ... ...ttt e 171,187 142,942
Property, plant, and equipment, net .. ............ i e 62,888 62,391
GoodWill .o 34,853 33,301
Other intangible assets, net .. ... .. . e 8,574 9,616
Investments in associated COMPANIES . ... ...ttt ettt 6,718 6,005
Deferred InCome taxes . . . oo ottt e 18,825 15,548
OMher ASSELS . . .ttt 21,848 19,664
Total aSSELS . ..o $324,893 $289,467
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
Short-term borrowings and current portion of long-termdebt ...... ... ... ... .. $ 60,695 §$ 42,992
Accounts payable . ... ... 40,183 39,240
Dividends payable . ... ... ... 2,079 2,019
Accrued COMPENSALON . .. ..ottt ettt et e 8,692 6,816
Other current Babilities . . ... ... 13,969 14,738
Total current Habilities . .......... ... ... . . 125,618 105,805
Long-termdebt ... ... .. .. e 14,848 15,827
Deferred INCOME 1aXES « .« o o v ot e et e e e e e 5,588 4,808
Accrued pension and postretirement benefits ... ... ... .. o 36,456 34,165
Other non-current Liabilities ... .. .. ... ... 7,372 6,802
Total liabilities ... ..... ... . . . . 189,882 167,407
Minority interest in equity of subsidiaries .......... ... .. . . i 12,424 9,708
Commitments and CONtINGENCIES . . ..ottt t ettt et e e et ar e — —
Shareholders’ equity
Common stock, $1 par value; authorized 30,000,000 shares; issued (including
treasury shares); 2004-9,668,751, 2003-9,664,009 shares .................... 9,669 9,664
Capital inexcessof parvalue ........... . .. .. . . 2,632 2,181
Retained €arnings .. ......... ittt 117,981 117,308
Unearned COMPENSAtioN . ... .......ttuten et ee e (355) (621)
Accumulated other comprehensive loss ......... ... (7,340)  (15,406)
122,587 113,126
Treasury stock, shares held at cost: 2004-0, 2003-54,178 ...................... — (774)
Total sharcholders’ equity . ....... ... .. i 122,587 112,352
Total liabilities and shareholders’ equity ............ ... ... ... ... ... $324,893 $289,467

See notes to consolidated financial statements.
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QUAKER CHEMICAL CORPORATION
CONSOLIDATED STATEMENT OF CASH FLOWS

Year Ended December 31,
2004 2003 2002
(Dollars in thousands)
Cash flows from operating activities
NELINCOMIE oottt et e e e et et e e e e e $ 8974 $ 14,833 $ 14,297
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation .. ... 8,610 6,677 5,432
AMOTHZAON . . ..ttt 1,157 960 805
Equity in net income of associated companies .. .......... ... ... . 0. (890) (844) (295)
Minority interest in earnings of subsidiaries .......... ... ... .. o i 3,874 3,041 2,534
Deferred INCOME TAKES .+ttt ittt e st e it et ittt et (1,872) 402 328
Deferred compensation and other,net ............ ... il (39) 418) 107
Restructuring and related activities .......... ... ... i 450 57 —
Gain on sale of property, plant, and equipment ................cooiiiiii.. (509) — —
Pension and other postretirement benefits ............ ... ..o i oo 172) 428 1,452
Increase (decrease) in cash from changes in current assets and current liabilities, net of
acquisitions:
ACCOUNtS 18CIVADIE . ... i e (6,361) (14,604) (657)
IV OT S .ot it e (7,559) (4,692) (3,101)
Prepaid expenses and other current assets ...............c.ooviiiii i, 281) (648) (194)
Accounts payable and accrued liabilities .............. ... il 129 478 7,107
Change in restructuring liabilities . ... ....... ... i (538) (1,083) 2,156)
Estimated taxes ON INCOIMIE . . .o v vttt ettt et i e et eeees (1,596) 3,790 (1,261)
Net cash provided by operating activities . ... ...........coovvernnn... 3,357 8,377 24,398
Cash flows from investing activities
Capital expenditures ... ...t e e (8,643) (12,608) (10,837)
Dividends and distributions from associated companies .............c.couvoina.. 288 4,080 515
Payments related to aCqUiSItiONS . . .. . ..ottt e R (15,983) (21,285)
Proceeds from disposition of assets ........... ... i i 1,880 232 1,682
Other, NEL ..ottt e e e (75) (87) (326)
Net cash (used in) investing activities ............ .. .ccoovivieeina.. (6,550) (24,366) (30,251)
Cash flows from financing activities
Net increase in short-term BOITOWINES . . oo\t e vttt e ine e 17,683 30,581 9,026
Proceeds from long-termdebt .......... ... .. . . 2,564 — —
Repayment of long-termdebt .. ... ... .. ... (3,679) 2,570) (2,853)
Dividends paid . ... ... (8,241)  (7916)  (7,714)
Stock options exercised, Other .......... ...t e 1,009 4,328 2951
Distributions to minority shareholders . ........... .. ... .. i i (1,956) (2,391) (2,673)
Net cash provided by (used in) financing activities ..................... 7,380 22,032 (1,263)
Effect of exchange rate changesoncash .......... .. ... ... . .. 2,976 2,015 424
Net increase (decrease) in cash and cashequivalents . ... .................... 7,163 8,058 (6,692)
Cash and cash equivalents at beginningof year ............................ 21,915 13,857 20,549
Cash and cash equivalents atend of year . ............. ... $29,078 $21915 $ 13,857
Supplemental cash flow disclosures
Cash paid during the year for:
ICOMIE (XS . vttt ettt e e e $ 4809 $ 3,633 § 7,787
InterE St o e e 2,201 1,680 1,897

See notes to consolidated financial statements.
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QUAKER CHEMICAL CORPORATION
CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY

See notes to consolidated financial statements.

Accumulated
Capital in other
Common excess of Retained Unearned comprehensive Treasury
stock  par value earnings compensation income (loss) stock Total
(Dollars in thousands, except per share amounts)

Balance at December 31,2001 .............. $9,664 $ 357  $103,953 $(1,597) $(24,075) $(7,403) $ 80,899
Netincome ...................o..., — — 14,297 - — — 14,297
Currency translation adjustments ... ... ... — — — — 1,478 — 1,478
Minimum pension liability .. ............ — — — — (4,322) — (4,322)
Unrealized (loss) on available-for-sale

SECUTTHIES . . v oo — — — — (159) — (159)

Comprehensive income ............ _ — — — — — 11,294

Dividends ($.84 pershare) .............. — —_ (7,802) — — —_ (7,802)
Shares issued upon exercise of options . . .. — 250 — — — 2,548 2,798
Shares issued for employee stock purchase

plan ... ... — 80 — — — 144 224
Shares issued for long-term incentive

awards ... — 61) — — — 351 290
Amortization of unearned compensation . . . - — — 352 — — 352

Balance at December 31,2002 . ............. 9,664 626 110,448 (1,245) (27,078) (4,360) 88,055
Netincome ............c..viivinin .. —_ — 14,833 — — — 14,833
Currency translation adjustments .. ....... — — — — 13,441 — 13,441
Minimum pension hability . ............. - — — — (2,159) — (2,159)
Unrealized gain on available-for-sale

SECUTities . . .o — — — — 390 — 390

Comprehensive income . ........... - — — — — — 26,505

Dividends ($.84 pershare) .............. — — (7,973) — — — (7,973)
Shares issued upon exercise of options . . . . —_ 1,351 _— — — 3,287 4,638
Shares issued for employee stock purchase

plan...... ... . o —_ 138 — — — 180 318
Shares issued for long-term incentive

awards ... — 66 — — — 119 185
Amortization of unearned compensation . . . — — — 624 — — 624

Balance at December 31,2003 .............. 9,664 2,181 117,308 (621) (15,406) (774) 112,352
Netincome . ..........c.cvriinen.un. — — 8,974 — — — 8,974
Currency translation adjustments .. ....... — — — — 8,959 — 8,959
Minimum pension liability . ............. — — — — (1,052) — (1,052)
Unrealized gain on available-for-sale

SECUMLES . . oot r i — — — — 159 — 159
Comprehensive income ............ — — — — — — 17,040
Dividends ($.86 pershare) .............. — — (8,301) — — — (8,301)
Shares issued upon exercise of options .. . . 4 362 — — — 536 902
Shares issued for employee stock purchase
plan..... ... ... o 1 89 — — — 238 328
Shares issued for long-term incentive
awards ...l — — — — —_ — —
Amortization of unearned compensation . . . — — — 266 — — 266
Balance at December 31,2004 . ............. $9,669 $2,632  $117,981 $ (355) $ (7,340) —  $122,587
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Note 1—Significant Accounting Policies

Principles of consolidation: All majority-owned subsidiaries are included in the Company’s consolidated
financial statements, with appropriate elimination of intercompany balances and transactions. Investments in
associated (less than majority-owned) companies are accounted for under the equity method. The Company’s
share of net income or losses of investments is included in the consolidated statement of income. The Company
periodically reviews these investments for impairments and, if necessary, would adjust these investments to their
fair value when a decline in market value is deemed to be other than temporary.

In January 2003, the Financial Accounting Standards Board (“FASB”), issued FASB Interpretation No. 46
(“FIN 46”), “Consolidation of Certain Variable Interest Entities, (“'VIEs™), which is an interpretation of
Accounting Research Bulletin (“ARB”) No. 51, “Consolidated Financial Statements.” FIN 46 addresses the
application of ARB No. 51 to VIEs, and generally would require that assets, liabilities and results of the activities
of a VIE be consolidated into the financial statements of the enterprise that is considered the primary beneficiary.
FIN 46, as revised by FIN 46 (revised December 2003), is effective for public entities that have interests in VIEs
commonly referred to as special-purpose entities for periods ending after December 15, 2003. Application for all
other types of entities is required in financial statements for periods ending after March 15, 2004. The
consolidated financial statements include the accounts of the Company and all of its subsidiaries in which a
controlling interest is maintained and would include any VIEs if the Company was the primary beneficiary
pursuant to the provisions of FIN 46. The Company has determined that its real estate joint venture, which has
always been accounted for under the equity method, is a VIE but that the Company is not the primary
beneficiary. See also Note 3 of Notes to Consolidated Financial Statements.

Transiation: of foreign currency: Assets and liabilities of non-U.S. subsidiaries and associated
companies are translated into U.S. dollars at the respective rates of exchange prevailing at the end of the year.
Income and expense accounts are translated at average exchange rates prevailing during the year. Translation
adjustments resulting from this process are recorded directly in shareholders’ equity and will be included in
income only upon sale or liquidation of the underlying investment. All non-U.S. subsidiaries use its local
currency as its functional currency.

Cash and cash equivalents: The Company considers all highly liquid investments with original
maturities of three months or less to be cash equivalents.

Inventories: Inventories are valued at the lower of cost or market value. Inventories are valued using the
first-in, first-out (“FIFO”) method. See also Note 5 of Notes to Consolidated Financial Statements.

Long-lived assets: Property, plant, and equipment are stated at cost. Depreciation is computed using the
straight-line method on an individual asset basis over the following estimated useful lives: buildings and
improvements, 10 to 45 years; and machinery and equipment, 3 to 15 years. The carrying value of long-lived
assets is periodically evaluated whenever changes in circumstances or current events indicate the carrying
amount of such assets may not be recoverable. An estimate of undiscounted cash flows produced by the asset, or
the appropriate group of assets, is compared with the carrying value to determine whether an impairment exists.
If necessary, the Company recognizes an impairment loss for the difference between the carrying amount of the
assets and their estimated fair value. Fair value is based on current and anticipated future undiscounted cash
flows. Upon sale or other dispositions of long-lived assets, the applicable amounts of asset cost and accumulated
depreciation are removed from the accounts and the net amount, less proceeds from disposals is recorded to
income. Expenditures for renewals and betterments, which increase the estimated useful life or capacity of the
assets, are capitalized; expenditures for repairs and maintenance are expensed when incurred.

30




QUAKER CHEMICAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(Dollars in thousands except per share amounts)

Capitalized software: The Company applies the Accounting Standards Executive Committee Statement
of Position (SOP) 98-1, “Accounting for the Costs of Computer Software Developed or Obtained for Internal
Use.” This SOP requires the capitalization of certain costs incurred in connection with developing or obtaining
software for internal use. In connection with the implementation of the Company’s global transaction system,
approximately $9,288 and $10,203 of net costs were capitalized at December 31, 2004 and 2003, respectively.
These costs are amortized over a period of five years once the assets are placed into service.

Goodwill and other intangible assets: On January 1, 2002, the Company adopted SFAS No. 142,
“Goodwill and Other Intangible Assets.” The new standard requires that goodwill and indefinite-lived intangible
assets no longer be amortized. In addition, goodwill and indefinite-lived intangible assets are tested for
impairment at least annually. These tests will be performed more frequently if there are triggering events.
Definite-lived intangible assets are amortized over their estimated useful lives, generally for periods ranging
from 5 to 20 years. The Company continually evaluates the reasonableness of the useful lives of these assets. See
also Note 14 of Notes to Consolidated Financial Statements.

Revenue recognition: The Company recognizes revenue in accordance with the terms of the underlying
agreements, when title and risk of loss have been transferred, collectibility is reasonably assured, and pricing is
fixed or determinable. This generally occurs for product sales when products are shipped to customers or, for
consignment arrangements upon usage by the customer and when services are performed. License fees and
royalties are recognized in accordance with agreed upon terms, when performance obligations are satisfied, the
amount is fixed or determinable, and collectibility is reasonably assured and are included in other income. As
part of the Company’s chemical management services, certain third party product sales to customers are managed
by the Company. Where the Company acts as a principal, revenues are recognized on a gross reporting basis at
the selling price negotiated with customers. Where the Company acts as an agent, such revenue is recorded using
net reporting as service revenues, at the amount of the administrative fee earned by the Company for ordering the
goods. Third party products transferred under arrangements resulting in net reporting totaled $35,215, $26,617,
and $28,344, for 2004, 2003, and 2002, respectively.

Research and development costs: Research and development costs are expensed as incurred. Research
and development expenses are included in selling, general and administrative expenses, and during 2004, 2003,
and 2002 were $13,808, $10,050, and $9,072, respectively.

Comncentration of credit risk: Financial instruments, which potentially subject the Company to a
concentration of credit risk, principally consist of cash equivalents, short-term investments, and trade receivables.
The Company invests temporary and excess cash in money market securities and financial instruments having
maturities typically within 90 days. The Company has not experienced losses from the aforementioned
investments. See also Note 4 of Notes to Consolidated Financial Statements.

Envirommemntal liabilities and expenditures: Accruals for environmental matters are recorded when it is
probable that a liability has been incurred and the amount of the liability can be reasonably estimated. If no
amount in the range is considered more probable than any other amount, the Company records the lowest amount
in the range in accordance with generally accepted accounting principles. Accrued liabilities are exclusive of
claims against third parties and are not discounted. Environmental costs and remediation costs are capitalized if
the costs extend the life, increase the capacity or improve safety or efficiency of the property from the date
acquired or constructed, and/or mitigate or prevent contamination in the future.

Comprehensive income (loss): The Company presents comprehensive income (loss) in its Statement of
Shareholders’ Equity. The components of accumulated other comprehensive loss at December 31, 2004 include:
accumulated foreign currency translation adjustments of $2,349, minimum pension liability of $(9,808), and
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unrealized holding gains on available-for-sale securities of $119. The components of accumulated other
comprehensive loss at December 31, 2003 include: accumulated foreign currency translation adjustments of
$(6,610) and minimum pension liability of $(8,756) and unrealized holding losses on available-for-sale securities
of $(40).

Income taxes: The provision for income taxes is determined using the asset and liability approach of
accounting for income taxes. Under this approach, deferred taxes represent the future tax consequences expected
to occur when the reported amounts of assets and liabilities are recovered or paid. The provision for income taxes
represents income taxes paid or payable for the current year plus the change in deferred taxes during the year.
Deferred taxes result from differences between the financial and tax bases of the Company’s assets and liabilities
and are adjusted for changes in tax rates and tax laws when changes are enacted. Valuation allowances are
recorded to reduce deferred tax assets when it is more likely than not that a tax benefit will not be realized.

Stock-based compensation: In December 2002, the Financial Accounting Standards Board (FASB)
issued Statement of Financial Accounting Standards (“SFAS”) No. 148, “Accounting for Stock-Based
Compensation—Transition and Disclosure.” This standard amends the transition and disclosure requirements of
SFAS No. 123, *Accounting for Stock-Based Compensation.” As permitted by SFAS No. 148, the Company
continues to account for stock option grants in accordance with Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees.” Accordingly, no compensation expense has been recognized for
stock options since all options granted had an exercise price equal to the market value of the underlying stock on
the grant date.

The following tables illustrate the effect on net earnings and earnings per share if the Company had applied
the fair value recognition provisions of SFAS No. 123. See also Note 10 of Notes to Consolidated Financial
Statements.

Year Ended December 31,
2004 2003 2002
Net inCome—as TEPOITEd . . ..ottt ettt e e e e e i e e e ir e e e $8.974 $14,833 $14,297
Add: Stock-based employee compensation expense included in net income, net of
related tax effects ... ... ... 301 485 495
Deduct: Total stock-based employee compensation expense determined under the
fair value based method for all awards, netoftax ......................... (887) (996) (981)
Pro forma netinCome .. ......vvi i e $8,388 $14,322 $13,811
Earnings per share:
Basic—as reported . ... ... ..ot $093 $§ 158 $ 1.356
Basic—proforma ....... .. .. $087 $ 153 $ 151
Diluted—as reported .. ...ttt e $09 $ 152 § 151
Diluted—pro forma ......... .ot $084 $ 147 $ 146

Recently issued accounting standards:

In December 2004, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position
(“FSP”) No. 109-2, “Accounting and Disclosure Guidance for the Foreign Earnings Repatriation Provision
within the American Jobs Creation Act of 2004” (“FSP 109-2"). FSP 109-2 provides guidance under FASB

32




QUAKER CHEMICAL CORPORATION
NOTES TG CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(Dollars in thousands except per share amounts)

Statement 109, “Accounting for Income Taxes,” with respect to recording the potential impact of the repatriation
provisions of the American Jobs Creation Act of 2004 (the “Act”) on enterprises’ income tax expense and
deferred tax liability. The Act was enacted on October 22, 2004. The Act creates a temporary incentive for U.S.
corporations to repatriate income earned abroad principally for earnings that have previously been deemed
permanently reinvested by providing a dividends received deduction for certain dividends from controlled
foreign corporations. Because of limitations contained within the provision, it is not expected that the Company
will avail itself of this provision.

In December 2004, the FASB issued FSP No. FAS 109-1, “Application of FASB Statement No. 109,
“Accounting for income Taxes,” to the Tax Deduction on Qualified Production Activities Provided by the
American Jobs Creation Act of 2004 (“FSP 109-17). FSP 109-1 provides guidance on applying the deduction
for income from qualified domestic production activities. The deduction will be phased in from 2005 through
2010. The deduction will be treated as a “special deduction” as described in FASB Statement No. 109. As such,
the special deduction has no effect on deferred tax assets and liabilities existing at the enactment date. Rather, the
impact of this deduction will be reported in the period in which the deduction is claimed on the Company’s tax
return. The Company does not expect the phase in of this new deduction to result in a material change in its
effective tax rate in future periods, based on current earnings levels.

In December 2004, the FASB issued its final standard on accounting for share-based payments, SFAS 123R
(Revised 2004), Share-Based Payments (“SFAS 123R™). SFAS 123R requires companies to expense the fair
value of employee stock options and other similar awards, effective for interim and annual periods beginning on
or after June 15, 2005. When measuring the fair value of these awards, companies can choose two different
pricing models that appropriately reflect their specific circumstances and the economics of their transactions. In
addition, the Company is in the process of selecting one of three transition methods available under SFAS 123R.
Accordingly, the Company has not yet determined the impact on our consolidated financial statements of
adopting SFAS 123R.

In December 2004, the FASB issued its final standard on accounting for exchanges on non-monetary assets,
SFAS 153, “Exchange of Non-monetary Assets an amendment of APB Opinion No. 29”7 (“SFAS 153”). SFAS
153 requires that exchanges of non-monetary assets be measured based on the fair value of assets exchanged for
annual periods beginning after June 15, 2005. The Company is currently evaluating the impact of SFAS 153.

In November 2004, the FASB issued Statement of Financial Accounting Standards No. 151, Inventory
Costs—an amendment of ARB 43, chapter 4 (“SFAS 151”). SFAS 151 clarifies the accounting for abnormal
amounts of idle facility expense, freight, handling costs, and wasted material (spoilage) in the determination of
inventory carrying costs. The statement requires that such costs be recognized as a current period expense. SFAS
151 also requires that allocation of fixed production overheads to the costs of conversion be based on the normal
capacity of the production facilities. This statement is effective for fiscal years beginning after July 15, 2005. The
Company is currently evaluating the impact of this standard.

Accounting estimates: The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported amounts
of assets, liabilities, and disclosure of contingencies at the date of the financial statements and the reported
amounts of net sales and expenses during the reporting period. Actual results could differ from such estimates.

Reclassifications: Certain reclassifications of prior years’ data have been made to improve comparability.
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Note 2—Restructuring and Related Activities

In 2001, Quaker’s management approved restructuring plans to realign the organization and reduce
operating costs (2001 program). Quaker’s restructuring plans included the decision to close and sell
manufacturing facilities in the U.K. and France. In addition, Quaker consolidated certain functions within its
global business units and reduced administrative functions, as well as expensed costs related to abandoned
acquisitions. Included in the restructuring charges were provisions for severance of 53 employees. Restructuring
and related charges of $5,854 were recognized in 2001. The charge comprised $2,807 related to employee
separations, $2,450 related to facility rationalization charges, and $597 related to abandoned acquisitions.
Employee separation benefits varied depending on local regulations within certain foreign countries and included
severance and other benefits. As of December 31, 2004, Quaker had completed 51 of the planned 53 employee
separations under the 2001 program. No further terminations will occur under the 2001 program. During the
fourth quarter of 2002, the Company completed the sale of its U.K. manufacturing facility, which closed at the
end of 2001. In 2003, the Company reversed $216 of unused restructuring accruals related to the 2001 program.

In 2003, Quaker’s management approved a restructuring plan (2003 program). Included in the 2003
restructuring charge are provisions for severance for 9 employees totaling $273.

In 2004, Quaker’s management approved another restructuring plan by announcing the consolidation of its
administrative facilities in Hong Kong with its Shanghai headquarters (2004 program). Included in the 2004
restructuring charge are severance provisions for S employees totaling $119 and an asset impairment related to
the Company’s previous plans to implement its global ERP system at this location totaling $331.

Quaker expects to substantially complete the initiatives contemplated under the restructuring plans,
including the sale of the remaining portion of its former manufacturing facilities in France during 2005. In
February 2005, the Company completed the sale of a portion of this property.
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Accrued restructuring balances, included in other current liabilities and assigned to the Metalworking
segment, are as follows:

Employee Facility Abandoned
Separations Rationalization Acquisitions Total

2001 Program:

Restructuring charges . ..........c..oovirieeennnnne .. $ 2,807 $ 2,450 $597  $5.854
Assetimpairment ... ... — (1,015) — (1,015)
Payments . ...... ... ... (11 17H (597) (879)
Currency translationand other ......................... 1 12 — 13
December 31, 2001 ending balance ..................... 2,697 1,276 — 3,973
Payments . ...t (1,374) (752) — (2,126)
Currency translationandother ......................... 114 182 — 296
December 31, 2002 ending balance ..................... 1,437 706 — 2,143
Restructuring reversals ........... ... .o, (156) (60) — (216)
Payments ....... .. .. (832) 204) — (1,036)
Currency translation and other ......................... 1 83 — 84
December 31, 2003 ending balance . .................... 450 525 — 975
Payments .. ... ...t (249) (166) — 415)
Currency translationand other ......................... 16 27 — 43
December 31, 2004 ending balance ..................... 217 386 — 603
2003 Program:

Restructuring charges ................ .. oo 273 — — 273
Payments . ... ... . 47) -— — 47)
Currency translation andother ......................... 2 — — 2
December 31, 2003 ending balance ..................... 228 — — 228
Payments . ....... .. . . (143) — — (143)
Currency translation andother ......................... 12 — — 12
December 31, 2004 ending balance ..................... 97 — — 97
2004 Program:

Restructuring charges ..., 119 331 — 450
ASSet iMpairment . ... ......uentnure it — (331) — (331
December 31, 2004 ending balance ..................... 119 — — 119
Total restructuring December 31, 2004 ending balance ... $ 433 $ 386 $ — $ 819

Note 3—Investments in Associated Companies

Investments in associated (less than majority-owned) companies are accounted for under the equity method.
Summarized financial information of the associated companies, in the aggregate, is as follows:

December 31,

2004 2003
CUITENT ASSEIS . v vt et e e e e e e e e e e e e e e e $24,034 $22,632
BaNLo) oL 10 =1 Y A L3y <) ¢~ R 29,074 32,176
Current Habilities . . .. .. o 11,614 12,139
Noncurrent Habilities . . . . ..ot e e e e 26,671 27,373
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Year Ended December 31,
2004 2003 2002
NEESALES o o v ettt e e e e e e e $48,104 $41,034 $39,612
GIroSS MAZIN . . oottt ettt e e e e 22,216 19,566 17,958
Operating inCOME . . . ...ttt e et et e e e 5,440 4,370 4,691
NetinCOME . ..ottt e e e e 2,194 1,253 1,161

In January 2001, the Company contributed its Conshohocken, Pennsylvania property and buildings (the
“Site”) into a real estate joint venture (the “Venture”) in exchange for a 50% interest in the Venture. The Venture
did not assume any debt or other obligations of the Company and the Company did not guarantee nor was it
obligated to pay any principle, interest or penalties on any of the Venture’s indebtedness. The Venture renovated
certain of the existing buildings at the Site, as well as built new office space (the “Project”). In December 2000,
the Company entered into an agreement with the Venture to lease approximately 38% of the Site’s available
office space for a 15-year period commencing February 2002, with multiple renewal options. The Company
believes the terms of this lease are no less favorable than the terms it would have obtained from an unaffiliated
third party. In February 2005, the Venture sold its real estate assets, which resulted in $4,187 of proceeds to the
Company after payment of the partnership obligations.

Note 4—Accounis Receivable and Allowance for Doubtful Accounts

Trade accounts are recorded at the invoiced amount and generally do not bear interest. The allowance for
doubtful accounts is our best estimate of the amount of probable credit losses in our existing accounts receivable.
We determine the allowance based on historical write-off experience by industry and regional economic data.
Reserves for customers filing for bankruptcy protection are generally established at 75-100% of the amount owed
at the filing date, dependent on the Company’s evaluation of likely proceeds from the bankruptcy process. Large
and/or financially distressed customers are generally reserved for on a specific review basis while a general
reserve is established for other customers based on historical experience. We perform a formal review of our
allowance for doubtful accounts quarterly. Account balances are charged off against the allowance when we feel
it is probable the receivable will not be recovered. We do not have any off-balance-sheet credit exposure related
to our customers. During 2004, the Company’s five largest customers accounted for approximately 28% of its
consolidated net sales with the largest customer (General Motors) accounting for approximately 10% of
consolidated net sales.

At December 31, 2004 and 2003, the Company had gross trade accounts receivable totaling $94,300 and
$84,884 with trade accounts receivable greater than 90 days past due of $10,938 and $10,211, respectively.
Following are the changes in the allowance for doubtful accounts during the years ended December 31, 2004,
2003, and 2002.

Charged Effect of
Balance at  to Costs  Write-Offs Exchange Balance
Beginning and Charged to Rate at End

of Period Expenses Allowance Changes of Period

ALLOWANCE FOR DOUBTFUL ACCOUNTS

Year ended December 31,2004 ..................... $6,763 $ 500 $(512) $22 $6,773
Year ended December 31,2003 ... ... ... ... .. ..... $6,118 $ 991 $(435) $89 $6,763
Year ended December 31,2002 ..................... $5,155  $1,365 $(493) $91 $6,118
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Note 5—Inventories

Total inventories comprise:

December 31,
2004 2003
Raw materials and supplies .. ....... ... i $18,989 $14,691
Work in process and finished goods . ........ . .. . 22,309 17,520

$41,298 $32,211

During 2004, the Company ceased valuing certain domestic inventories under LIFO. This change was not
material to the Company’s current or prior year financial statements. Inventories valued under the LIFO method
amounted to $5,635 with estimated replacement costs for these inventories using the FIFO method of
approximately $5,263 at December 31, 2003.

Note 6—Property, Plant, and Equipment

Property, plant, and equipment comprise:

December 31,
2004 2003
Land . .o e $ 6,595 $ 6,830
Building and improvements .. ....... ... e 41,340 34,480
Machinery and €qUIPMeNt . .. ... ..ottt e 95,637 86,732
COonSIruCtioN 1 PIOZIESS . o« o vt et ettt et e e et e e e e e 3,328 8,406
146,900 136,448
Less accumulated depreciation .. ......... .. ... i 84,012 74,057

$ 62,888 3% 62,391

The Company leases certain equipment under capital leases in Europe and the U.S., including its
manufacturing facility in Tradate, Italy. Gross property, plant, and equipment includes $3,130 and $2,776 of
capital leases with $528 and $64 of accumulated depreciation at December 31, 2004 and 2003, respectively. The
following is a schedule by years of future minimum lease payments:

For the year ended December 31,

2005 $ 482
2000 e $ 470
2007 e e $ 450
2008 $ 413
2009 ... L e e $ 347
2010 and beyond ... ... $ 545
Total net minimum lease payments . ............ ..ot .. 2,707
Less amount representing interest . ........ ...ttt (404)
Present value of net minimum lease payments .................. ... ... ...... $2,303
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Note 7—Taxes on Income

Taxes on income consist of the following:

Year Ended December 31,
2004 2003 2002

Current:
Federal . .. oo $ — $ 626 $ 533
A . o vt e e e — 7 7
Foreign . ... i 7,371 6453 6,914
7,371 7,086 7,454
Deferred:
Federal ... ..o . e (1,881) 626 (904)
Foreign ... ... .. 9 (224) 1,232
TOtal o e e e $ 5499 $7,488 $7,782
The components of earnings before income taxes were as follows:
2004 2003 2002
D OmMEStiC . . oo e e $(7,242) $(1,483) $(1,401)
FOTBIgN . ..ot e 24,699 25,601 25,719
TOtal L. $17,457 $24,118 $24,318

Domestic earnings before income taxes do not include foreign earnings that are included in U.S. taxable
income.

Total deferred tax assets and liabilities are composed of the following at December 31:

2004 2003
Current Non-current Current Non-current

Retirement benefits ... ... ... o $1,331 $ 6,092 $ 814 $ 5531
Allowance for doubtful accounts .............. . ... . .. 1,237 — 1,490 —
Insurance and litigation reserves ............. ... . ..., 658 — 600 —
Postretirement benefits . ... ... ... ... . ... .. — 2,947 — 2,987
Supplemental retirement benefits . ........... ... .. ... ... .. .. — 1,252 — 1,146
Performance inCentives . ....... ot v i i e 611 1,130 677 905
Alternative minimum tax carryforward ....................... — 2,092 — 2,092
Restructuring charges ........... .. ... . .. .. ... .. . 245 — 406 —
VacatiOn Pay . ... oot ettt 291 — 291 —
GoodWill . ... e e — —_ —_ —
Operating loss carryforward . .............. ... ... ... ... ... — 4,856 — 2,670
Deferred compensation .. ........ ... .. i i — 921 — 751
Other ..o e — 94 —

4,373 19.384 4,278 16,087
Valuation allowance . ....... ... — (559) — (539)
Total deferred income tax assets, Nt . ..........veeninnn .. $4373 $18,825 $4,278  $15,548
Depreciation . .........i it $ 2,207 $ 2,464
Europe pensionandother ............. ... ... .. .. L 3,381 2,344
Total deferred income tax liabilities, net ...................... $ 5,588 $ 4,808
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The following is a reconciliation of income taxes at the Federal statutory rate with income taxes recorded by
the Company for the years ended December 31:

2004 2003 2002
Income tax provision at the Federal statutory taxrate ........................ $6,110 $ 8,441 § 8,511
State income tax provisions, NEt .. .......couvtenn it — 5 5
Non-deductible entertainment and business meal expense ..................... 176 179 160
Foreign taxes on earnings at rates different from the Federal statutory rate ... .. ... (719) (1,504) (1,126)
Miscellaneous HEMS, NEL . o v ot vttt e e e e e (68) 367 232
Taxes ONANCOME . . vt o vttt et e e e e e e e e e e e e $5,499 §$ 7,488 $ 7,782

At December 31, 2004, the Company domestically had a net deferred tax asset of $14,211 inclusive of
domestic tax losses for which no valuation allowance was taken and alternative minimum tax (AMT) credits of
$2,092. The domestic tax loss carryforwards of $8,156 expire after 2024. Additionally the Company has foreign
tax credit (FTC) carryovers of $3,298 which have the following expiration dates: $2,050 in 2011, $485 in 2012
and $763 in 2013. A full valuation allowance has been taken against these foreign tax credits. Finally, the
Company has foreign tax loss carryforwards of $5,783 which have no expiration dates. A partial valuation
allowance has been established with respect to the tax benefit of these losses for $559.

U.S. income taxes have not been provided on the undistributed earnings of non-U.S. subsidiaries since it is
the Company’s intention to continue to reinvest these earnings in those subsidiaries for working capital and
expansion needs. U.S. and foreign income taxes that would be payable if such earnings were distributed may be
lower than the amount computed at the U.S. statutory rate due to the availability of tax credits. The amount of
such undistributed earnings at December 31, 2004 was approximately $124,000. Any income tax liability which
might result from ultimate remittance of these earnings is expected to be substantially offset by foreign tax
credits.

Note 8—Pension and Gther Postretirement Benefits

The Company maintains various noncontributory retirement plans, the largest of which is in the U.S.,
covering substantially all of its employees in the U.S. and certain other countries. The plans of the Company’s
subsidiaries in The Netherlands and in the United Kingdom are subject to the provisions of SFAS No. 87,
“Employers’ Accounting for Pensions.” The plans of the remaining non-U.S. subsidiaries are, for the most part,
either fully insured or integrated with the local governments’ plans and are not subject to the provisions of SFAS
No. 87.

In 2003, the Company adopted SFAS No. 132 (revised 2003), “Employers’ Disclosures about Pensions and
Other Postretirement Benefits.” This statement retains the disclosure requirement contained in the original
standard and requires additional disclosures about the assets, obligations, cash flows and net periodic cost of
defined benefit postretirement plans.
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The following table shows the Company plans’ funded status reconciled with amounts reported in the
consolidated balance sheet as of December 31:

Other
Postretirement
Pension Benefits Benefits

2004 2003 2004 2003
Foreign Domestic  Total Foreign Domestic Total Domestic Domestic

Change in benefit obligation

Benefit obligation at beginning of year ........... $33,994 $57.182 $ 91,176 $26,636 $ 52,183 §$ 78,819 $10,785 § 10,544
SErVICE COSL Lot ie et ie e 1,825 1,730 3,555 1,632 1,449 3,081 18 39
INEErest COSt .+ vttt et 1,806 3,383 5,189 1,546 3,408 4,954 621 678
Amendments ... ... 172 18 190 —_— 78 78 156 (598)
Translation difference ........................ 3,273 — 3,273 5,057 —_ 5,057 — —
Actuarial loss . ... e 4,626 2,283 6,909 (246) 3,525 3,279 165 1,199
Benefitspaid ........ ... i (987)  (3.548) (4,535) (708)  (3,380) (4,088) (1,075) (1,076)
Other ..o e — 8D 81 77 (81) 4) — —
Benefit obligation atend of year ................ $44,709 $ 60,967 $105,676 $33,994 §$ 57,182 $91,176 $ 10,671 $ 10,786
Change in plan assets
Fair value of plan assets at beginning of year ... ... $29318 $32,399 $ 61,717 $21,793 $ 31,106 $ 52,899 — —
Actualreturn on plan assets .................... 1,477 2,848 4,325 1,427 2,931 4,358 — -—
Employer contribution . ....................... 3,586 1,489 5,075 2,123 1,742 3,865 1,075 1,076
Plan participants’ contributions ................. 79 — 79 77 — 77 — —
Translation difference ........................ 2,547 — 2,547 4,421 — 4,421 _ —_—
Benefitspaid ....... ... ..o (987)  (3,548) (4,535) (523)  (3,380) (3,903) (1,075) (1,076)
Fair value of plan assets atend of year ........... $36,020 $ 33,188 $ 69,208 $29,318 $ 32,399 $ 61,717 — —
Fundedstatus ...............c.ccoiiieieinnnnn. $(8,689) $(27,779) $(36,468) $(4,676) $(24,783) $(29,459) $(10,671) $(10,786)
Unrecognized transitionasset .................. (835) — (835) 919) — 919) — —
Unrecognized gain ............. ... ... ...... 14,999 15,324 30,323 9,478 13,806 23,284 2,188 2,105
Unrecognized prior servicecost . ................ 322 3,185 3,507 155 3,438 3,593 (292) (514)
Net amount recognized ....................... $ 5797 $ (9270) $ (3,473) $ 4,038 $ (7,539) $ (3,501) $ (8,775) $ (9,195)
Amounts recognized in the balance sheet consist of:

Prepaid benefitcost ...................... $ 8,430 — $ 8430 $ 5980 — 5,980

Accrued benefit obligation ... .............. (5,227) (24,875) (30,102) (4,350) (23,088) (27.438)

Intangibleasset................. ... ... 113 3,185 3,298 133 4,528 4,661

Accumulated other comprehensive income . . . . 2,481 12,420 14,901 2,275 11,021 13,296
Net amount recognized ....................... $ 5797 $(9,270) $ (3.473) $ 4,038 $ (7,539) $ (3,501)

At December, 31, 2004 and 2003, the accumulated benefit obligation for all defined benefit pension plans
was $95,634 ($58,063 Domestic, $37,571 Foreign) and $82,539 ($54,587 Domestic, $27,952 Foreign).

Information for pension plans with accumulated benefit obligation in excess of plan assets:

2604 2003
Foreign  Domestic Total Foreign  Domestic Total
Projected benefit obligation ................. $12,688 $60,967 $73,655 $10,704 $57,182 $67,886
Accumulated benefit obligation .............. 10,320 58,063 68,383 8,602 54,587 63,189
Fair valueof planassets .................... 5,093 33,188 38,281 4252 32,399 36,651

40




QUAKER CHEMICAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(Dollars in thousands except per share amounts)

Components of Net Periodic Benefit Cost—Pension Plans

2004 ' 2003
Foreign  Domestic Total Foreign  Domestic Total
SeIVICE COSt . . oo $ 1,825 $1,730 $3,555 $1,710 $ 1,449 $ 3,159
Interestcost ......... .. 1,806 3,383 5,189 1,546 3,408 4,954
Expected return on plan assets ................. (1,734) (2,741) (4,475 (1,513) (2,621) (4,134)
Cther, amortization, net ............c...uvvnn.. 376 898 1,274 274 611 885
Net periodic benefitcost ...................... $2273 $3270 $5543 $2,017 $2847 $4,864
2002
Foreign  Domestic Total
SEIVICE COSt vt ottt et e e e e e e $1,115 $1,254 $ 2,369
Interest COSt ..o e 1,226 3,426 4,652
Expected returnonplanassets ............ ... .. ... (1,186) (3,118) (4,304)
Other, amortization, NEt .. ...t v, 183 375 558
Net periodic benefitcost ................ ... ... ... $1,338 $1937 $3,275

Components of Net Periodic Benefit Cos¢t—Other Postretirement Plan

2004 2003 2002

ServiCe COSt . o ottt e $18 $ 39 3112
Interestcostand other . ....... ... . . .. ... . i 637 626 715
Net periodic benefit cost . ...t $655 $665 $827

Additional Information

Pension Benefits
2004 2003
Foreign Domestic Total  Foreign Domestic  Total

Increase (decrease) in minimum liability included in
other comprehensive income ................... $206 $1,399 $1,605 $(942) $4,231 $3,289

Weighted-average assumptions used to determine benefit obligations at December 31:

Other
Postretiement
Pension Benefits Benefits
2004 2003 2004 2003
U.S. Plams:
Discountrate ....... ... 575% 6.00% 5.75% 6.00%
Rate of compensation increase . ................ociiuiri... 3.375% 3.625% N/A  N/A
Foreign Plans:
Discountrate ........ ..ot e 446% 5.20% N/A N/A
Rate of compensation inCrease . ..............ovvvnnenenenn... 3.10% 3.00% N/A N/A
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Weighted-average assumptions used to determine net periodic benefit costs for years ended
December 31:

Other
Postretirement
Pension Benefits Benefits

2004 2003 2004 2003

U.S. Plans:

Discountrate .. ... ... ... it e 6.000% 6.875% 6.00% 6.875%
Expected long-term return on planassets . ..................... 8.750% 8.750% N/A N/A
Rate of compensation increase .................ooiiiii., 3.625% 4.500% N/A N/A
Foreign Plans:

DisCOUNTIAte ...\ttt et e 526% 5.50% N/A N/A
Expected long-term return on plan assets ...................... 546% 550% N/A N/A
Rate of compensation increase ............. ... ..., 3.11% 3.63% N/A N/A

The long-term rates of return on assets was selected from within the reasonable range of rates determined by
(a) historical real returns for the asset classes covered by the investment policy, and (b) projections of inflation
over the long-term period during which benefits are payable to plan participants.

Assumed health care cost trend rates at December 31:

2004 2003
Health care cost trend rate fornext year ..., 10.0% 11.5%
Rate to which the cost trend rate is assumed to decline (the ultimate trend rate) . ... ... 50% 5.0%
Year that the rate reaches the ultimate trendrate ................ ... .. ... ... .... 2013 2013

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care
plans. A one-percentage-point change in assumed health care cost trend rates would have the following effects:

1% point 1% point
Increase  Decrease

Effect on total service and interest COSt ... ... .o vttt $ 30 $ @27
Effect on postretirement benefit obligations .. ......... ... .. ... ... .. ... 574 (494)
Plan Assets

The Company’s pension plan strategic target asset allocation and the weighted-average asset allocations at
December 31, 2004 and 2003, by asset category were as follows:
Plan Assets at December 31,
Target 2004 2003

Asset Category

U.S. Plans

Equity securities .......... ... 56% 60% 60%

Debt securities . . . ..ot e 32% 27%  26%

Other . oo e 12%  13% 14%
Total .. 100% 100% 100%

Foreigr: Plans

Equity securities .. ...t 8% % 11%

Debt SECUTTtIES . . . .ot 92%  91% 89%
Total .. 100%  100% 100%
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The general principles guiding investment of U.S. pension assets are those embodied in the Employee
Retirement Income Security Act of 1974 (ERISA). These principles include discharging the Company’s
investment responsibilities for the exclusive benefit of plan participants and in accordance with the “prudent
expert” standard and other ERISA rules and regulations. The Company establishes strategic asset allocation
percentage targets and appropriate benchmarks for significant asset classes with the aim of achieving a prudent
balance between return and risk. The interaction between plan assets and benefit obligations is periodically
studied to assist in establishing such strategic asset allocation targets. The Company’s pension investment
professionals have discretion to manage the assets within established asset allocation ranges approved by senior
management of the Company.

The total value of plan assets for the Company’s pension plans is $69,208 and $61,717 as of December 31,
2004 and 2003, respectively. U.S. pension assets include Company common stock in the amounts of $242 (1% of
total U.S. plan assets), and $262 (1% of total U.S. plan assets) at December 31, 2004 and 2003, respectively.
“Other” consists principally of hedge funds and cash and cash equivalents.

Cash Flows
Contributions

The Company expects to make minimum cash contributions of $10,899 to its pension plans ($7,765
Domestic, $3,134 Foreign) and $1,056 to its other postretirement benefit plan in 2005.

Estimated Futare Benefit Payments

The following benefit payments, which reflect expected future service, as appropriate, are expected to be
paid:

Pension Benefits Postl(')e:?ree;ent

Foreign Domestic Total Benefits
2005 .. e $1,020 $ 3,585 $ 4,605 $1,056
2006 ... 1,029 3,738 4,767 981
2007 L 1,129 3,955 5,084 989
2008 .. 1,178 4,899 6,077 991
2009 ... 1,231 4,196 5,427 964
2010andbeyond ........ ... ... ..l 9,096 29,792 38,888 4,395

The Company maintains a plan under which supplemental retirement benefits are provided to certain
officers. Benefits payable under the plan are based on a combination of years of service and existing
postretirement benefits. Included in total pension costs are charges of $827, $626, and $780 in 2004, 2003, and
2002, respectively, representing the annual accrued benefits under this plan.

401{Kk) plan

The Company has a 401(k) plan with an employer match covering substantially all domestic employees.
The Company’s 401(k) matching contributions were $575, $546, and $484 for 2004, 2003, and 2002,
respectively.
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Note 9—Debt
Debt consisted of the following:

December 31,

2004 2003
6.98% senior unsecured notes due 2007 . . ... . e $ 8572 $ 11,429
Industrial development authority monthly floating rate (1.9% at December 31, 2004)

demand bonds maturing 2014 . . .. ... 5,000 5,000

Credit facilities (2.9% weighted average borrowing rate at December 31,2004) ......... 57,124 39,975
Other debt obligations (including capital leases) .......... ... .. ... .. . .. ot 4,847 2,415

75,543 58,819
Short-term debt . .. .. ... e (57,124) (39,975)
Current portion of long-termdebt ... ... .. .. . (3,571) (3,017

$ 14,848 $ 15,827

The long-term financing agreements require the maintenance of certain financial covenants with which the
Company is in compliance. During the next five years, payments on long-term debt including capital lease
maturities, are due as follows: $3,571 in 2005, $3,766 in 2006, $3,791 in 2007, $987 in 2008, and $516 in 2009.

The Company maintains various credit facilities with multiple banks. At December 31, 2003, the Company
had credit facilities totaling $50,000, of which $30,000 was committed and $20,000 was uncommitted.
Throughout 2004, the Company took action in both the U.S. and Europe to increase its credit facilities to $95,000
at December 31, 2004, of which $40,000 was committed and $55,000 was uncommitted. The provisions of the
agreements require that the Company maintain certain financial ratios and covenants, all of which the Company
was in compliance with as of December 31, 2004 and 2003. Under its most restrictive covenants, the Company
can borrow an additional $23,526. The Company believes that it is capable of renewing its current credit
facilities, on an annual basis, or obtaining alternative borrowing capacity on competitive terms. Although the
terms of the agreements vary, the interest rates applied to borrowings are generally based, at the Company’s
option, on either a prime rate, LIBOR rate, or Euro dollar rate, plus or minus a margin. At December 31, 2004
and 2003, the Company had approximately $57,000 and $39,800 outstanding on these credit lines at a weighted
average borrowing rate of 2.9% and 1.9%, respectively.

As of December 31, 2004, the Company maintained a $5,135 stand-by letter of credit which guarantees
payment of the industrial development authority bonds. This letter of credit is renewed annually.

At December 31, 2004 and 2003, the amounts at which the Company’s short-term debt and its industrial
development demand bonds are recorded are not materially different from their fair market value. The estimated
fair value of the Company’s senior unsecured notes, based on quoted market prices for similar issues of the same
remaining maturities, was approximately $8,972 and $12,355 at December 31, 2004 and 2003, respectively.

Note 10—Shareholders’ Equity
The Company has 30,000,000 shares of common stock authorized, with a par value of $1, and 9,669 shares
issued.

Holders of record of the Company’s common stock for a period of less than 36 consecutive calendar months
or less are entitled to 1 vote per share of common stock. Holders of record of the Company’s common stock for a
period greater than 36 consecutive calendar months are entitled to 10 votes per share of common stock.
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The Company is authorized to issue 10,000,000 shares of preferred stock, $1.00 par value, subject to
approval by the Board of Directors. The Board of Directors may designate one or more series of preferred stock
and the number of shares, rights, preferences, and limitations of each series. No preferred stock has been issued.

Under provisions of a stock purchase plan, which permits employees to purchase shares of stock at §5% of
the market value, 13,084 shares, 13,358 shares, and 10,224 shares were issued in 2004, 2003, and 2002,
respectively. The number of shares that may be purchased by an employee in any year is limited by factors
dependent upon the market value of the stock and the employee’s base salary. At December 31, 2004, 449,871
shares are available for purchase.

The Company has a long-term incentive program for key employees which provides for the granting of
options to purchase stock at prices not less than market value on the date of the grant. Most options are
exercisable between one and three years after the date of the grant for a period of time determined by the
Company not to exceed seven years from the date of grant for options issued in 1999 or later and ten years for
options issued in prior years. The program also provides for cash awards and commencing in 1999, common
stock awards, the value of which is determined based on operating results over a three-year period for awards
issued starting in 1999, and over a four-year period in prior years. The effect on operations of the change in the
estimated value of incentive units during the year was $82, $(45), and $689 in 2004, 2003, and 2002,
respectively.

The table below summarizes stock option transactions in the plan during 2004, 2003, and 2002:

2004 2003 2002

Weighted Weighted Weighted

Average Average Average

Number of  Exercise = Number of Exercise = Number of  Exercise

Shares Price Shares Price Shares Price

Options outstanding at January 1, ........ 1,128,800 $18.42 1,125,247 $17.61 1,053,984 $16.80
Options granted . ..................... 181,575 25.99 273,800  20.36 245,500  20.21
Options exercised .. ................... (46,050) 18.03 (244,697) 16.58  (173,987) 16.38
Options expired ...................... (26,900) 20.96 (25,550) 2142 (250) 14.44
Cptions outstanding at December 31, ... .. 1,237,425 19.49 1,128,800 18.42 1,125,247 17.61
Options exercisable at December 31, .. ... 876,825 18.00 672,625 17.32 735,834 16.82

The fair value of each option grant is estimated on the date of the grant using the Black-Scholes option-
pricing model with the following weighted-average assumptions:

2004 2003 2002

Dividend yield . ... ... ... 33% 39% 3.9%
Expected volatility ... ...t e 228% 239% 23.9%
RiSK-free INTErest FAtE . . .. .ottt e et e e e e 3.6% 3.0% 3.0%
Expected life (years) . .. ... 5 5 5
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The following table summarizes information about stock options outstanding at December 31, 2004:

Options Qutstanding Options Exercisable

Number Weighted Weighted Number Weighted

Range of Outstanding at Average Average Exercisable at Average
Exercise Prices 12/31/04 Contractual Life Exercise Price 12/31/04 Exercise Price

$13.30—$15.96 210,225 2 $14.22 210,225 $14.22

15.97— 18.62 283,750 2 17.54 283,750 17.54

18.63— 21.28 471,225 4 20.04 310,350 19.98

21.29— 23.94 95,500 3 22.12 72,500 22.25

23.95— 26.60 176,725 6 25.99 — —
4 19.49 876,825 18.00

1,237,425

Options were exercised for cash, resulting in the issuance of 46,050 shares in 2004 and 244,697 shares in
2003. Options to purchase 320,725 shares were available at December 31, 2004 for future grants.

Shareholders of record on February 20, 1990 received two stock purchase rights for each three shares of
common stock outstanding. These rights expired on February 20, 2000. On March 6, 2000, the Company’s Board
of Directors approved a new Rights Plan and declared a dividend of one new right (the “Rights”) for each
outstanding share of common stock to shareholders of record on March 20, 2000.

The Rights become exercisable if a person or group acquires or announces a tender offer which would result
in such person’s acquisition of 20% or more of the Company’s common stock.

Each Right, when exercisable, entitles the registered holder to purchase one one-hundredth of a share of a
newly authorized Series B preferred stock at an exercise price of sixty-five dollars per share subject to certain
anti-dilution adjustments. In addition, if a person or group acquires 20% or more of the outstanding shares of the
Company’s common stock, without first obtaining Board of Directors’ approval, as required by the terms of the
Rights Agreement, each Right will then entitle its holder (other than such person or members of any such group)
to purchase, at the Right’s then current exercise price, a number of one one-hundredth shares of Series B
preferred stock having a total market value of twice the Right’s exercise price.

In addition, at any time after a person acquires 20% of the outstanding shares of common stock and prior to
the acquisition by such person of 50% or more of the outstanding shares of common stock, the Company may
exchange the Rights (other than the Rights which have become null and void), in whole or in part, at an exchange
ratio of one share of common stock or equivalent share of preferred stock, per Right.

The Board of Directors can redeem the Rights for $.01 per Right at any time prior to the acquisition by a
person or group of beneficial ownership of 20% or more of the Company’s common stock. Until a Right is
exercised, the holder thereof will have no rights as a shareholder of the Company, including without limitation,
the right to vote or to receive dividends. Unless earlier redeemed or exchanged, the Rights will expire on
March 20, 2010.

Restricted stock bonus:  As part of the Company’s 2001 Global Annual Incentive Plan (“Annual Plan™),
approved by shareholders on May 9, 2001, a restricted stock bonus of 100,000 shares of the Company’s stock
was granted to an executive of the Company. The shares were issued in April 2001, in accordance with the terms
of the Annual Plan, and registered in the executive’s name. The shares will vest over a five-year period, with the
first installment vesting at the end of 2001 on achieving certain performance targets and the four remaining
installments vesting annually in January thereafter, subject to the executive’s continued employment by the

46




QUAKER CHEMECAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(Dollars in thousands except per share amounts)

Company. In 2004, 2003 and 2002, 15,000, 35,000 and 20,000 shares were earned and $266, $624 and $352 was
charged to selling, general, and administrative expenses, respectively. The compensation amount related to the
remaining shares has been recorded as unearned compensation and will be charged to SG&A when earned.

Note 11—Farnings Per Share

The following table summarizes earnings per share (“EPS”) calculations for the years ended December 31,
2004, 2003, and 2002:

December 31,

2004 2003 2002

Numerator for basic EPS and diluted EPS—netincome . ..................... $8,974 $14,833 $14,297
Denominator for basic EPS—weighted average shares . ...................... 9,606 9,381 9,172
Effect of dilutive securities, primarily employee stock options .. ............... 363 380 302
Denominator for diluted EPS—weighted average shares and assumed

COMVETSIONS. oottt et e e e e e e e 9,969 9,761 9,474
Basic BPS .. $093 § 158 $ 156
Diluted EPS ... $09 §$§ 152 $ 151

The following number of stock options are not included in dilutive earnings per share since in each case the
exercise price is greater than the market price: 177, 0, and 0, in 2004, 2003, and 2002, respectively.

Note 12—Business Segments
The Company’s reportable segments are as follows:

(1) Metalworking process chemicals—industrial process fluids for various heavy industrial and
manufacturing applications.

(2) Coatings—temporary and permanent coatings for metal and concrete products and chemical milling
maskants.

(3) Other chemical products—other various chemical products.

Segment data includes direct segment costs as well as general operating costs, including depreciation,
allocated to each segment based on net sales. Inter-segment transactions are immaterial.
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The table below presents information about the reported segments for the years ended December 31:

Metalworking Other
Process Chemical
Chemicals Coatings  Products Total

2004

Netsales ... .. $370,716  $24,529 $5,450 $400,695

Operating inCome ... ...t .. 55,723 6,633 914 63,270

Depreciation ............... i 7,046 466 104 7,616

Segment assets .. ...t 306,825 16,429 1,639 324,893
2003

Netsales ...t e $313,299  $22,732 $4,161 $340,192

Operating inCome ... .....oviuinrnnetreeeinannnn.. 53,939 6,019 724 60,682

Depreciation .............iiuiiiiiiii i 5,807 421 77 6,305

Segment assets .. .. ... e 273,663 14,977 827 289,467
2002

Netsales ... e $249,469  $20,554 $4,498 $274,521

Operating INCOME ... .. oottt ee e 52,446 5,391 1,188 59,025

Depreciation .............oiuiiiiiiiii i 4,800 395 87 5,282

Segment ASSets .. ... . 197,152 15,443 1,263 213,858

Operating income comprises revenue less related costs and expenses. Nonoperating expenses primarily
consist of general corporate expenses identified as not being a cost of operation, interest expense, interest
income, and license fees from nonconsolidated associates.

A reconciliation of total segment operating income to total consolidated income before taxes for the years
ended December 31, 2004, 2003, and 2002 is as follows:

2004 2003 2002

Total operating income for reportable segments ......................... $ 63,270 $ 60,682 $ 59,025
Restructuring charges, net . .......... ... i (450) 57) —
Non-operating charges ... ... e (43,778) (35,178) (34,097)
Depreciation of corporate assets and amortization ....................... (2,151 (1,332 (955)
Interest eXpense . ... .. ... i 2,363) (1,576) (1,774)
Interest INCOME . . .. o i e e 1,111 815 984
Other inCOmE, NEt . ..ot i e i et e e et et e e e 1,818 764 1,135
Consolidated income before taxes ..............c it it $17,457 $24,118 §$ 24,318
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The following sales and long-lived asset information is by geographic area as of and for the years ended
December 31:

2004 2003 2002
Net sales
United States .. ... $189,179 $152,360 $124,831
BUrOpe .o 132,491 120,180 96,920
Asia/Pacific ... .. . e 39,364 33,711 28,193
South AMEriCa . ....... . . 34,404 28,105 21,974
South Africa ... ... 5,257 5,836 2,603
Consolidated . .. ... ... . . . $400,695 $340,192 $274,521

2004 2003 2002
Long-lived assets
United States ... ... . e $ 69,753 $ 71,358 $ 57,732
Burope ... e 50,009 44,309 29,479
ASIA/PaCH IC .. e e 5,119 6,332 5,051
South AMETICa ... ... e e 9,950 8,959 7,300
South Africa ... .. . 50 19 14
Consolidated .. ... ... ... . . . $134,881 $130,977 $ 99,576

Note 13—Business Acquisitions and Divestitures

In October 2003, the Company acquired the assets of the steel and food-grade lubricants business from the
Cincinnati-Vulcan Company for $8,841 cash. This acquisition further strengthens Quaker’s global leadership
supply position to the steel industry. In connection with the acquisition, the Company allocated $2,260 to
intangible assets comprising customer lists, product line technology, and non-compete agreements to be
amortized over a period of 10 to 20 years. The Company also recorded $4,606 of goodwill, which was assigned
to the metalworking process chemicals segment. The pro forma results of operations have not been provided
because the effects were not material.

In July 2003, the Company acquired all the outstanding stock of Eural S.r.1., a privately held company
located in Tradate, Italy for $5,951 cash. Additional consideration of up to $2,000 may become payable pursuant
to an earn-out agreement. Eural manufactures a variety of specialty metalworking fluids primarily for the Italian
market. In connection with the acquisition, the Company allocated $1,831 to intangible assets comprising
customer lists, formulations, trademarks and non-compete agreements to be amortized over a range of three to
ten years. The Company also recorded $3,892 of goodwill, which was assigned to the metalworking process
chemicals segment. The pro forma results of operations have not been provided because the effects were not
material.

In May 2003, the Company acquired a range of cleaners, wet temper fluids and other products from KS
Chemie, located in Dusseldorf, Germany for $1,191 cash. This acquisition strategically strengthens the
Company’s global leadership position as a process fluids supplier to the steel industry. In connection with the
acquisition, the Company allocated $403 of intangible assets comprising product line technology and non-
compete agreements to be amortized over a range of five to ten years. The Company also recorded $664 of
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goodwill, which was assigned to the metalworking process chemicals segment. The pro forma results of
operations have not been provided because the effects were not material.

The following table shows the allocation of purchase price of assets and liabilities recorded for these
acquisitions:

December 31, 2003

ReCeiVabIES . . ottt $ 4,114
INVeILOTIES .« o oottt e e 1,130
Other CUITENt ASSEIS . . ..t vttt et et et i e 194
Property, plant, and equipment ............ ..ot 3,078
Goodwill .. e 9,162
Intangible @ssets . ... ... e 4,494
22,172

Current portion of long-termdebt ................... ... ...l 143
Accounts payable . ... 3,084
Accrued expenses and other current liabilities ....................... 1,210
Other non-current liabilities ................ [ 1,752
6,189

Cashpaid ... .. .o $15,983

Note 14—Goodwill and Other Intangible Assets

In June 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 142
established new guidelines for accounting for goodwill and other intangible assets. Upon adoption, goodwill is no
longer amortized, but instead assessed for impairment at least on an annual basis. Accordingly, on January 1,
2002, the Company ceased amortizing its goodwill. The Company completed the impairment assessment of its
goodwill and did not incur an impairment charge related to the adoption of SFAS No. 142. Further, the Company
completed its annual impairment assessment as of the end of the third quarter of 2004 and no impairment charge
was warranted.

The changes in carrying amount of goodwill for the twelve months ended December 31, 2004 and 2003 are
as follows:

Metalworking
Process Chemicals Coatings Total
Balance as of December 31,2002 ....... ... ... . . ... . . ... $14,658 $7,269 $21,927
Goodwill additions . ...... ... . 19,135 — 9,135
Currency translation adjustments . ........................ 2,239 — 2,239
Balance as of December 31,2003 . ... ... ... ... .. ..., $26,032 $7,269 $33,301
Goodwill additions .. .......... .. . ... 331 — 331
Currency translation adjustments . .............. ... ....... 1,221 — 1,221
Balance as of December 31,2004 .. ....... ... ... ... .. .... $27,584 $7.269 $34,853
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Gross carrying amounts and accumulated amortization for definite-lived intangible assets as of December 31
are as follows:

Gross Carrying Accumulated
Amount Amortization

2004 2003 2004 2003
Amortized intangible assets
Customer lists and rightstosell ......................... $ 6292 $ 6,181 $1481 $ 865
Trademarks and patents .. ........... ..., 1,788 1,786 1,655 1,584
Formulations and product technology ..................... 3,278 3,276 838 435
Other ... 1,962 1,959 1,372 1,302
Total .. $13,320 $13,202 $5,346 $4,186

The Company recorded $1,157, $960 and $805 of amortization expense in 2004, 2003 and 2002
respectively. Estimated annual aggregate amortization expense for the subsequent five years is as follows:

For the year ended December 31,2005 .. ... ... .. .. . . $1,158
For the year ended December 31,2006 . .... ... ... . ... i, $1,146
For the year ended December 31,2007 ... ... it $ 728
For the year ended December 31,2008 ... ... .. ..o i $ 644
For the year ended December 31,2009 ......... ... . ... iiiiiiinaiiin.. $ 626

The Company has one indefinite-lived intangible asset of $600 for trademarks.

Note 15—Commitments and Contingencies

The Company is involved in environmental clean-up activities and litigation in connection with an existing
plant location and former waste disposal sites operated by unaffiliated third parties. In April of 1992, the
Company identified certain soil and groundwater contamination at AC Products, Inc. (“ACP”), a wholly owned
subsidiary. Voluntarily in coordination with the Santa Ana California Regional Water Quality Board, ACP is
remediating the contamination. The Company believes that the remaining potential-known liabilities associated
with these matters range from approximately $900 to $1,500, for which the Company has sufficient reserves.
Notwithstanding the foregoing, the Company cannot be certain that liabilities in the form of remediation
expenses and damages will not be incurred in excess of the amount reserved.

On or about December 18, 2004, the Orange County Water District (“OCWD?”) filed a civil complaint in
Orange County Superior Court, California against ACP and other parties potentially responsible for groundwater
contamination containing tetrachloroethylene and other compounds, including perchloroethylene. OCWD is
seeking to recover compensatory and other damages related to the investigation and remediation of the
contamination in the groundwater. ACP believes it has significant, meritorious defenses to the claims asserted by
OCWD, including, without limitation, that it has no or de minimis liability to OCWD for this contamination as a
consequence of having undertaken remediation of the groundwater in the vicinity of its facility over the last
several years. Notwithstanding the foregoing, it is not possible at this time to estimate the amount, if any, that
ACP ultimately may be required to pay in settlement or to satisfy any adverse judgement as a result of the filing
of this action or to assess whether the payment of such amount would be material to the Company.

Additionally, although there can be no assurance regarding the outcome of other environmental matters, the
Company believes that it has made adequate accruals for costs associated with other environmental problems of
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which it is aware. Approximately $168 and $188 was accrued at December 31, 2004 and December 31, 2003,
respectively, to provide for such anticipated future environmental assessments and remediation costs.

An inactive subsidiary of the Company that was acquired in 1978 sold certain products containing asbestos,
primarily on an installed basis, and is among the defendants in numerous lawsuits alleging injury due to exposure
to asbestos. The subsidiary discontinued operations in 1991 and has no remaining assets other than its existing
insurance policies. To date, the overwhelming majority of these claims have been disposed of without payment
and there have been no adverse judgements against the subsidiary. Based on a continued analysis of the existing
and anticipated future claims against this subsidiary, it is currently projected that the subsidiary’s total liability
over the next 50 years for these claims is approximately $13,600 (excluding costs of defense). Although the
Company has also been named as a defendant in certain of these cases, no claims have been actively pursued
against the Company and the Company has not contributed to the defense or settlement of any of these cases
pursued against the subsidiary. These cases have been handled to date by the subsidiary’s primary and excess
insurers who agreed to pay all defense costs and be responsible for all damages assessed against the subsidiary
arising out of existing and future asbestos claims up to the aggregate limits of the policies. A significant portion
of this primary insurance coverage was provided by an insurer that is now insolvent, and the other primary
insurers have asserted that the aggregate limits of their policies have been exhausted. The subsidiary is
challenging the applicability of these limits to the claims being brought against the subsidiary. The subsidiary has
additional coverage under its excess policies. The Company believes, however, that if the coverage issues under
the primary policies are resolved adversely to the subsidiary, the subsidiary’s insurance coverage will likely be
exhausted within the next two to three years. As a result, liabilities in respect of claims may exceed coverage
available to the subsidiary.

If the subsidiary’s insurance coverage were to be exhausted, claimants of the subsidiary may actively pursue
claims against the Company because of the parent-subsidiary relationship. Although asbestos litigation is
particularly difficult to predict, especially with respect to claims that are currently not being actively pursued
against the Company, the Company does not believe that such claims would have merit or that the Company
would be held to have liability for any unsatisfied obligations of the subsidiary as a result of such claims. After
evaluating the nature of the claims filed against the subsidiary and the small number of such claims that have
resulted in any payment, the potential availability of additional insurance coverage at the subsidiary level, the
additional availability of the Company’s own insurance and the Company’s strong defenses to claims that it
should be held responsible for the subsidiary’s obligations because of the parent-subsidiary relationship, the
Company believes that the inactive subsidiary’s liabilities will not have a material impact on the Company’s
financial condition, cash flows or results of operations.

The Company is party to other litigation which management currently believes will not have a material
adverse effect on the Company’s results of operations, cash flows or financial condition.

The Company leases certain manufacturing and office facilities and equipment under non-cancelable
operating leases with various terms from one to 25 years expiring in 2020. Rent expense for 2004, 2003, and
2002 was $5,037, $4,771, and $4,415, respectively. The Company’s minimum rental commitments under non-
cancelable operating leases at December 31, 2004, were approximately $4,721 in 2005, $3,694 in 2006, $3,324 in
2007, $2,685 in 2008, $1,298 in 2009, and $8,685 thereafter.
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Note 16—Quarterly Results (unaudited)

First Second Third Fourth
2004
Netsales ..o $98,131 $98,683 399,667 $104,214
Grossprofit ... ... ... i e 32,455 32,544 31,691 34,187
Operating inCcome .. ..., 5,857 5,335 2,442 3,257
Netincome .............oiiiinnneninnnenenin. 3,309 2,847 1,154 1,664
Net income per share—basic..................... $ 035 % 030 $ 012 $ 017
Net income per share—diluted ................... $ 033 $ 029 $ 012 $ 0.17
2063
Netsales ... e $73,337 $83,453 $89,713 § 93,689
Grossprofit ........ ... i 28,366 28,947 30,785 33,276
Operating income . ..........cooevinniiann.. 5,681 5,724 6,326 6,384
NetinCOmME .. ...ttt e 3,107 3,475 4136 4,115
Net income per share—basic..................... $ 034 % 037 $ 044 $ 043
Net income per share—diluted ................... $ 033 § 036 § 042 § 041

Note 17—Subseguent Events

In February 2005, the Company announced that its real estate joint venture had sold its real estate assets,
which resulted in $4,187 of proceeds to the Company after payment of the partnership obligations.

In March 2005, the Company acquired the remaining 40% interest in its Brazilian joint venture for
approximately $6,700. In addition, annual $1,000 payments for four years will be paid subject to compliance
with the terms of the purchase agreement.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures
Conclusion regarding the Effectiveness of Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our principal executive
officer and principal financial officer, we conducted an evaluation of our disclosure controls and procedures, as
such term is defined in Rule 13a-15(e) promulgated under the Securities Exchange Act of 1934, as amended (the
“1934 Act”). Based on this evaluation, our principal executive officer and our principal financial officer
concluded that our disclosure controls and procedures were effective as of the end of the period covered by this
annual report.

Management’s Report on Internal Control over Financial Reporting

The management of Quaker is responsible for establishing and maintaining adequate internal control over
financial reporting as such term is defined in Rule 13a-15(f) promulgated under the 1934 Act. Internal control
over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles.
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Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions or that the degree of compliance with the
policies or procedures may deteriorate.

Our management, with the participation of our principal executive officer and principal financial officer,
assessed the effectiveness of the Company’s internal control over financial reporting as of December 31, 2004. In
making this assessment, our management used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (“COSQO”) in Internal Control-Integrated Framework. Based on its
assessment, Quaker’s management has concluded that as of December 31, 2004, the Company’s internal control
over financial reporting is effective based on those criteria.

Our management’s assessment of the effectiveness of the Company’s internal control over financial
reporting as of December 31, 2004 has been audited by PricewaterhouseCoopers LLP, an independent registered
public accounting firm, as stated in their report which appears in Item 8 of this Report.

Changes in Internal Controls Over Financial Reporting

The Company is in the process of implementing a global ERP system. The Company completed its initial
implementation of this system in The Netherlands during 2002. During 2003, the Company implemented this
system in additional European subsidiaries, its primary U.S. operations and several CMS sites. At the end of
2003, subsidiaries representing more than 50% of consolidated revenue were operational on the global ERP
system. The Company continued to implement this system at other CMS sites during 2004. Additional
subsidiaries and CMS sites are planned to be implemented during 2005. The Company is taking the necessary
steps to monitor and maintain the appropriate internal controls during this period of change.

Item 9B. Controls and Procedures

None.




PART IiI

Item 10. Directers and Executive Officers of the Registrant.

Incorporated by reference is (i) the information beginning immediately following the caption “Item 1—Election
of Directors and Nominee Biographies” in the Registrant’s definitive Proxy Statement relating to the Annual Meeting
of Shareholders to be held May 11, 2005 to be filed with the SEC no later than 120 days after the close of its fiscal year
ended December 31, 2004 (the “2005 Proxy Statement”) to, but not including, the caption “Compensation of
Directors,” (ii) the information in the 2005 Proxy Statement beginning immediately following the caption “Board
Committees and Meeting Attendance” to, but not including, the caption “Item 2—Ratification of Selection of
Independent Auditors” and (iii) the information appearing in Item 4(a) of this Report.

Section 16(a) Beneficial Ownership Reporting Compliance.

Based solely on the Company’s review of certain reports filed with the SEC pursuant to Section 16(a) of the
Securities Exchange Act of 1934 (the “1934 Act™), as amended, and written representations of the Company’s
officers and directors, the Company believes that all reports required to be filed pursuant to Section 16(a) of the
1934 Act with respect to transactions in the Company’s Common Stock through December 31, 2004 were filed
on a timely basis.

The Company has a compliance program, the governing documents of which include a Code of Conduct
(which is applicable to all of the Company’s directors, executive officers and employees) and a Financial Code of
Ethics for Senior Financial Officers (which is applicable to the Chief Executive Officer, Chief Financial Officer,
Global Controller, Controllers of each of the Company’s majority owned affiliates, Assistant Global Controller,
and other individuals performing similar functions designated by the Company’s Board of Directors). The Audit
Committee oversees the administration of the program and is directly responsible for the disposition of all
reported violations of the Financial Code of Ethics and complaints received regarding accounting, internal
accounting controls, or audit matters. In addition, the Audit Committee approves any waivers to the Code of
Conduct for directors and executive officers. The Code of Conduct, Financial Code of Ethics, Corporate
Governance Guidelines and Audit, Compensation/Management Development and Governance Committee
Charters have been posted on and are available free of charge by accessing the Investors—Corporate Governance
section of our Web site at http://www.quakerchem.com or by written request addressed to Quaker Chemical
Corporation, One Quaker Park, 901 Hector Street, Conshohocken, PA 19428 to the attention of Irene Kisleiko,
Assistant Secretary of the Company.

The Board has affirmatively determined that all four members of the Audit Committee, including its current
Chairman, Robert P. Hauptfuhrer meet the criteria for an “audit committee financial expert” as defined in Item
4.01 SEC Regulation S-K. Each member of the Audit Committee, including Mr. Hauptfuhrer, is “independent”
as defined in the listing standards of the New York Stock Exchange.

Item 11. Executive Compensation.

Incorporated by reference is the information in the 2005 Proxy Statement (i) beginning immediately
following the caption “Compensation of Directors” to, but not including, the caption “Board Committees and
Meeting Attendance,” (ii) beginning immediately following the caption “Executive Compensation™ to, but not
including, the caption “Report of the Compensation/Management Development Committee on Executive
Compensation” and (iii) immediately following the caption “Compensation Committee Interlocks and Insider
Participation” to, but not including, the caption “Report of the Audit Commitiee.”

Ttem 12. Security Ownership of Certain Beneficial Owners, Management and Related Stockholder Matters.

Incorporated by reference is the information in the 2005 Proxy Statement beginning immediately following
the caption “Stock Ownership of Certain Beneficial Owners and Management” to, but not including, the
subcaption “Section 16(a) Beneficial Ownership Reporting Compliance.”
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The following table sets forth certain information relating to the Company’s equity compensation plans as
of December 31, 2004. Each number of securities reflected in the table is a reference to shares of Quaker

common stock.

Equity Compensation Plans

Equity Compensation Plan Information

Plan Category

Equity compensation plans approved
by security holders

Equity compensation plans not
approved by security holders

Total

Number of securities
to be issned upon
exercise of
outstanding options,

Weighted-average exercise
price of outstanding
options, warrants and

Number of securities remaining
available for future issuance
under equity
compensation plans
(excluding securities reflected

warrants and rights rights in column (a))
(a) (b) (©)
1,237,425 $19.49 786,001(1)
1,237,425 $19.49 786,001

(1) As of December 31, 2004, 400,000 of these shares were available for issuance as restricted stock awards
under the Company’s 2001 Global Annual Incentive Plan, 320,725 shares were available for issuance upon
the exercise of stock options and/or as restricted stock awards under the Company’s 2001 Long-Term
Performance Incentive Plan, and the other 65,276 shares were available for issuance under the 2003 Director

Stock Ownership Plan.

Item 13. Certain Relationships and Related Transactions.

No information is required to be provided in response to this Item 13.

Item 14. Principal Accountant Fees and Services.

Incorporated by reference is the information in the 2005 Proxy Statement beginning with the subcaption
“Audit Fees” to, but not including the statement recommending a vote for ratification of the Company’s

independent auditors.




PART IV

Item 15. Exhibits and Financial Statement Schedules.

(a) Exhibits and Financial Statement Schedules

1. Financial Statements and Supplementary Data.

Page

Financial Statements:

Report of Independent Registered Public Accounting Firm ........ . ... .. .. ... . .. 24
Consolidated Statement 0f INCOME . . . ... . i i e e e e e e 26
Consolidated Balance Sheet ... ... ... . 27
Consolidated Statement of Cash Flows ... ... . i e 28
Consolidated Statement of Shareholders” Equity .. ........ o i 29
Notes to Consolidated Financial Statements . ....... . it i i i i e e e 30

2. Financial Statement Schedules

All schedules are omitted because they are not applicable or the required information is shown in the
financial statements or notes thereto.

Financial statements of 50% or less owned companies have been omitted because none of the companies
meets the criteria requiring inclusion of such statements.

3. Exhibits (numbered in accordance with Item 601 of Regulation S-K)

3(a) — Amended and Restated Articles of Incorporation dated July 16, 1990. Incorporated by reference
to Exhibit 3(a) as filed by Registrant with Form 10-K for the year 1996.
3b)— By-laws as amended through May 6, 1998. Incorporated by reference to Exhibit 3(b) as filed by
Registrant with Form 10-K for the year 1998.
4 — Shareholder Rights Plan dated March 6, 2000. Incorporated by reference to Form 8-K as filed by
the Registrant on March 7, 2000.
10¢a) — Long-Term Performance Incentive Plan as approved May 5, 1993. Incorporated by reference to
Exhibit 10(a) as filed by the Registrant with Form 10-K for the year 1993.*
10G) — Employment Agreement by and between the Registrant and Ronald J. Naples dated August 14,

1995. Incorporated by reference to Exhibit 10(i) as filed by Registrant with Form 10-Q for the
quarter ended September 30, 1995.*

10G) — Amendment to the Stock Option Agreement dated October 2, 1995 by and between the
Registrant and Ronald J. Naples. Incorporated by reference to Exhibit 10() as filed by Registrant
with Form 10-Q for the quarter ended September 30, 1995.*

10(k) — Employment Agreement by and between Registrant and José Luiz Bregolato dated June 14,
1993. Incorporated by reference to Exhibit 10(k) as filed by Registrant with Form 10-K for the
year 1995 *

10(0) — Amendment No. 1 to Employment Agreement dated January 1, 1997 by and between Registrant

and Ronald J. Naples. Incorporated by reference to Exhibit 10(0) as filed by Registrant with
Form 10-K for the year 1997.*

10(p) — Amendment No. 1 to 1995 Naples Restricted Stock Plan and Agreement dated January 21, 1998
by and between Registrant and Ronald J. Naples. Incorporated by reference to Exhibit 10(p) as
filed by Registrant with Form 10-X for the year 1997 %
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10(s) —

10(t) —

10(u) —

10(w) —

10(x) —

10(y) —

10(dd) —

10(ff) —

10(gg) —

10(hh) —

10(i) —

10G) —

10(kk) —

10(mm) —

10(nn) —

10(00) —

Employment Agreement by and between Registrant and Joseph W. Bauer dated March 9,
1998. Incorporated by reference to Exhibit 10(s) as filed by Registrant with Form 10-K for the
year 1997.*

Employment Agreement by and between Registrant and Ronald J. Naples dated March 11,
1999. Incorporated by reference to Exhibit 10(t) as filed by Registrant with Form 10-K for the
year 1998.*%

Employment Agreement by and between Registrant and Michael F. Barry dated November 30,
1998. Incorporated by reference to Exhibit 10(u} as filed by Registrant with Form 10-K for the
year 1998.*

Change in Control Agreement by and between Registrant and Joseph W. Bauer dated February
1, 1999. Incorporated by reference to Exhibit 10(w) as filed by Registrant with Form 10-K for
the year 1998 *

Change in Control Agreement by and between Registrant and Michael F. Barry dated
November 30, 1998. Incorporated by reference to Exhibit 10(x) as filed by Registrant with
Form 10-K for the year 1998.*

Change in Control Agreement by and between Registrant and José Luiz Bregolato dated
January 6, 1999. Incorporated by reference to Exhibit 10(y) as filed by Registrant with Form
10-K for the year 1998.*

1999 Long-Term Performance Incentive Plan as approved May 12, 1999, effective January 1,
1999. Incorporated by reference to Exhibit 10(dd) as filed by Registrant with Form 10-K for
the year 1999.*

Deferred Compensation Plan as adopted by the Registrant dated December 17, 1999, effective
July 1, 1997. Incorporated by reference to Exhibit 10(ff) as filed by Registrant with Form 10-K
for the year 1999.*

Supplemental Retirement Income Program adopted by the Registrant on November 6, 1984, as
amended November 8, 1989. Incorporated by reference to Exhibit 10(gg) as filed by
Registrant with Form 10-X for the year 1999.*

2001 Global Annual Incentive Plan as approved May 9, 2001, effective January 1, 2001.
Incorporated by reference to Exhibit 10(hh) as filed by Registrant with Form 10-K for the year
2001.*

2001 Long-Term Performance Incentive Plan as approved May 9, 2001, effective January 1,
2001. Incorporated by reference to Exhibit 10(ii) as filed by Registrant with Form 10-K for the
year 2001 .*

Agreement of Lease between Quaker Park Associates, L.P. and Quaker Chemical Corporation
dated December 19, 2000. Incorporated by reference to Exhibit 10(jj) as filed by Registrant
with Form 10-K for the year 2001.*

Asset Purchase Agreement between United Lubricants Corporation and ULC Acquisition
Corp. dated January 23, 2002, as amended by Amendment to Purchase Asset Agreement dated
February 28, 2002. Incorporated by reference to Exhibit 10(kk) as filed by Registrant with
Form 10-K for the year 2001.*

Credit Agreement between Registrant and ABN AMRO Bank N.V. in the amount of
$20,000,000, dated April 12, 2002, Incorporated by reference to Exhibit 10(mm) as filed by
the Registrant with Form 10-Q for the quarter ended June 30, 2002.

Promissory Note in the amount of $10,000,000 in favor of ABN AMRO Bank N.V., dated
April 15, 2002. Incorporated by reference to Exhibit 10(nn) as filed by the Registrant with
Form 10-Q for the quarter ended June 30, 2002.

Stock Purchase Agreement between Epmar Corporation and Quaker Chemical Corporation
dated April 22, 2002. Incorporated by reference to Exhibit 10(00) as filed by the Registrant
with Form 10-K for the year 2002.
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10(pp) —

10(qq) —

10(rr) —

10(ss) —

10(tt) —

10(uu) —

10(vv) —

10(ww) —

10(yy) ~—

10(zz) —

10(aaa) —

10(bbb) —

10(ccc) —

10(ddd) —

10(eee) —

10(fff) —

First Amendment between Quaker Chemical Corporation and ABN Amro Bank N.V. dated
March 25, 2003. Incorporated by reference to Exhibit 10(pp) as filed by the Registrant with
Form 10-Q for the quarter ended March 31, 2003.

Credit Agreement between Registrant and PNC Bank, National Association in the amount of
$10,000,000, dated June 19, 2003. Incorporated by reference to Exhibit 10(qq) as filed by the
Registrant with Form 10-Q for the quarter ended June 30, 2003.

Commercial Note between Registrant and National City Bank, National Association in the
amount of $10,000,000, dated June 19, 2003. Incorporated by reference to Exhibit 10(rr) as
filed by the Registrant with Form 10-Q for the quarter ended June 30, 2003.

Employment Agreement by and between Registrant and Mark A. Harris, effective January 1,
2001. Incorporated by reference to Exhibit 10(ss) as filed by the Registrant with Form 10-K
for the year 2003.*

Change in Control Agreement by and between Registrant and Mark A. Harris, effective
January 1, 2001. Incorporated by reference to Exhibit 10(tt) as filed by the Registrant with
Form 10-K for the year 2003.*

Employment Agreement by and between Registrant and L.. Wilbert Platzer, effective January
1, 2001. Incorporated by reference to Exhibit 10(uu) as filed by the Registrant with Form 10-K
for the year 2003.*

Change in Control Agreement by and between Registrant and L. Wilbert Platzer, effective
January 1, 2001. Incorporated by reference to Exhibit 10(vv) as filed by the Registrant with
Form 10-K for the year 2003.*

2003 Director Stock Ownership Plan as approved May 14, 2003. Incorporated by reference to
Exhibit 10(ww) as filed by the Registrant with Form 10-K for the year 2003.*

Change in Control Agreement by and between Registrant and D. Jeffry Benoliel dated June 10,
2004, effective May 14, 2004. Incorporated by reference to Exhibit 10(yy) as filed by the
Registrant with Form 10-Q for the quarter ended June 30, 2004.*

Change in Control Agreement by and between Registrant and Mark Featherstone dated June
10, 2004, effective May 14, 2004. Incorporated by reference to Exhibit 10(zz) as filed by the
Registrant with Form 10-Q for the quarter ended June 30, 2004.*

Change in Control Agreement by and between Registrant and Jose Luiz Bregolato, dated June
23, 2004, effective May 14, 2004. Incorporated by reference to Exhibit 10(aaa) as filed by the
Registrant with Form 10-Q for the quarter ended June 30, 2004.*

Change in Control Agreement by and between Registrant and Rex Curtis dated June 18, 2004,
effective May 14, 2004. Incorporated by reference to Exhibit 10(bbb) as filed by the Registrant
with Form 10-Q for the quarter ended June 30, 2004.*

Amendment No. 1 to Employment Agreement dated March 11, 1999 between Registrant and
Ronald J. Naples, effective July 21, 2004. Incorporated by reference to Exhibit 10(ccc) as filed
by the Registrant with Form 10-Q for the quarter ended June 30, 2004.*

Employment Agreement by and between Registrant and Neal E. Murphy, effective July 22,
2004. Incorporated by reference to Exhibit 10(ddd) as filed by the Registrant with Form 10-Q
for the quarter ended June 30, 2004.*

Change in Control Agreement by and between Registrant and Neal E. Murphy, effective July 22,
2004. Incorporated by reference to Exhibit 10(eee) as filed by the Registrant with Form 10-Q for
the quarter ended June 30, 2004.*

1995 Naples Supplemental Retirement Income Program and Agreement (as amended and
restated effective May 14, 2004) between Registrant and Ronald J. Naples dated August 4,
2004. Incorporated by reference to Exhibit 10(fff) as filed by the Registrant with Form 10-Q
for the quarter ended June 30, 2004.*
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10(ggg) — Change in Control Agreement by and between Registrant and Joseph W. Bauer, effective May
14, 2004. Incorporated by reference to Exhibit 10(ggg) as filed by the Registrant with Form
10-Q for the quarter ended June 30, 2004.*

10(hhh) — Change in Control Agreement by and between Registrant and Michael F. Barry, effective May
14, 2004. Incorporated by reference to Exhibit 10(hhh) as filed by the Registrant with Form
10-Q for the quarter ended June 30, 2004.*

103i11) — Letter Agreement by and between Registrant and Joseph W. Bauer dated March 8§, 2005.
Incorporated by reference to Exhibit 10 as filed by the Registrant with Form 8-K dated March
10, 2004.*
21 — Subsidiaries and Affiliates of the Registrant
23 — Consent of Independent Registered Public Accounting Firm
31.1 — Certification of Chief Executive Officer of the Company pursuant to Rule 13a-14(a) of the
Securities Exchange Act of 1934.
31.2 — Certification of Chief Financial Officer of the Company pursuant to Rule 13a-14(a) of the
Securities Exchange Act of 1934.
32.1 — Certification of Ronald J. Naples pursuant to 18 U.S.C. Section 1350.
322 — Certification of Neal E. Murphy pursuant to 18 U.S.C. Section 1350.

* This exhibit is a management contract or compensation plan or arrangement required to be filed as an exhibit
to this Report.

(b) Exhibits required by Regulation 601 §-K
See (a) 3 of this Item 15

(¢) Financial Statement Schedules

See (a) 2 of this Item 15
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this Report to be signed on its behalf by the undersigned, thereunto duly
authorized.

QUAKER CHEMICAL CORPORATION
Registrant

By: /s/ RONALD J. NAPLES

Ronald J. Naples
Chairman of the Board and Chief Executive Officer

Date: March 14, 2005

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed
below by the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signatures Capacity Date
/s/ RONALD J. NAPLES Principal Executive Officer and March 9, 2005
Ronaid J. Naples Director

Chairman of the Board and Chief Executive Officer

/s/ NEeaL E. MurPHY Principal Financial Officer March 9, 2005

Neal E. Murphy
Vice President, Chief Financial Officer and
Treasurer

/s/  MARK A. FEATHERSTONE Principal Accounting Officer March 9, 2005

Mark A. Featherstone
Global Controller

/s/ JOSEPH B. ANDERSON, JR. Director March 9, 2005
Joseph B. Andersen, Jr.

/s/ Patricia C. BARRON Director March 9, 2005

Patricia C. Barron

/s/ PETER A. BENOLIEL Director March 9, 2005
Peter A. Benoliel

/s/ DoNALD R. CALDWELL Director March 9, 2005
Donald R. Caldwell

/s/ ROBERT E. CHAPPELL Director March 9, 2005
Robert E. Chappel!

/s/ WiLiaMm R. Cook Director March 9, 2005
William R. Coeok

/s/  EpWINJ. DELATTRE Director March 9, 2005
Edwin J. Delattre
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Signatures Capacity Date

/s/  ROBERT P. HAUPTFUHRER Director March 10, 2005

Robert P. Hauptfuhrer

/s/ ROBERT H. Rock Director March 9, 2005

Robert H. Rock
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SUBSIDIARIES AND AFFILIATES OF THE REGISTRANT

Name

*Quaker Chemical Corporation

+*Quaker Chemical Management Inc.

+SB Decking, Inc. (formerly Selby, Battersby &Co.)
*AC Products, Inc.

*Epmar Corporation

+*Quaker QP, Inc.

*Quaker Chemical Europe B.V.

*Quaker Chemical B.V.

*Quaker China Holdings B.V.

*Quaker Chemical Canada Limited
+*Quaker Chemical Holdings UK Limited
*Quaker Chemical Limited

*Quaker Chemical S.A.

*Quaker Chemical, S.A.

+*Quaker Denmark ApS

*Quaker Chemical S.A.

+*Quaker Chemical Participacoes, Ltda.
*Quaker Chemical Limited

*United Lubricants Corporation

*Quaker Chemical Holdings South Africa (Pty) Limited
*Quaker Italia, S.r.l.

*Quaker Italy Holdings, S.r.L

*Quaker Australia Holdings Pty. Limited
*Quaker Shanghai Trading Ltd.

*Q2 Technologies, LLC

*Quaker Chemical Industria ¢ Comercio S.A.
*Quaker Chemical Operacoes, Ltda.

*Wuxi Quaker Chemical Co., Ltd.

*Quaker Chemical India Limited

*Quaker Chemical (Australasia) Pty. Limited
*Quaker Chemical South Africa (Pty.) Limited
**Quaker Park Associates, LP

**Nippon Quaker Chemical, Ltd.

**Kelko Quaker Chemical, S.A.
#*TecniQuimia Mexicana S.A. de C.V.

+ A non-operating company.
*  Included in the consolidated financial statements.

EXHIBIT 21

Percentage of
voting securities
owned directly or

Jurisdiction of Incorporation indirectly by Quaker
Delaware, U.S.A. 100%
Delaware, U.S.A. 100%
Delaware, U.S.A. 100%
California, U.S.A. 100%
California, U.S.A. 100%
Pennsylvania, U.S.A. 100%
Holland 100%
Holland 100%
Holland 100%
Ontario, Canada 100%
United Kingdom 100%
United Kingdom 100%
France 100%
Spain 100%
Denmark 100%
Argentina 100%
Brazil 100%
Hong Kong 100%
Delaware, U.S.A. 100%
Republic of South Africa 100%
Italy 100%
Italy 100%
Victoria, Australia 100%
China 100%
Nevada, US.A. T0%
Brazil 100%
Brazil 100%
China 60%
India 55%
New South Wales, Australia 51%
Republic of South Africa 51%
Pennsylvania, U.S.A. 50%
Japan 50%
Venezuela 50%
Mexico 40%

**  Accounted for in the consolidated financial statements under the equity method.



EXHIBIT 23
CCNSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statement on Form S-3
(Registration No. 333-19957) and Form S-8 (Registration Nos. 002-57924, 033-54158, 033-51655, 333-26793,
333-88229, 333-48130, 333-58676, 333-654000, 333-104354 and 333-115713) of Quaker Chemical Corporation
of our report dated March 9, 2005 relating to the financial statements, management’s assessment of the
effectiveness of internal control over financial reporting and the effectiveness of internal control over financial
reporting, which appears in this Form 10-K.

/s/  PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP

Philadelphia, PA
March 14, 2005




EXHIBIT 31.1

CERTIFICATION OF CHIEF FINANCIAL OFFICER OF THE COMPANY PURSUANT TO RULE

13A-14(A) OF THE SECURITIES EXCHANGE ACT OF 1934

1, Ronald J. Naples, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of Quaker Chemical Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and [ are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 14, 2005

/s/ RONALD J. NAPLES

Ronald J. Naples
Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER OF THE COMPANY PURSUANT TO RULE

13A-14(A) OF THE SECURITIES EXCHANGE ACT OF 1934

I, Neal E. Murphy, certify that:

L.
2.

I have reviewed this annual report on Form 10-K of Quaker Chemical Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be desighed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 14, 2005

/s/ NEAL E. MURPHY

Neal E. Murphy
Chief Financial Officer




EXHIBIT 32.1
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350

The undersigned hereby certifies that the Form 10-K Annual Report of Quaker Chemical Corporation (the
“Company”) for the annual period ended December 31, 2004 filed with the Securities and Exchange Commission
(the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934 and that the information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Dated: March 14, 2005

/s/ RoONALD J. NAPLES

Ronald J. Naples
Chief Executive Officer of Quaker Chemical Corporation




EXHIBIT 32.2
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
The undersigned hereby certifies that the Form 10-K Annual Report of Quaker Chemical Corporation (the
“Company”) for the annual period ended December 31, 2004 filed with the Securities and Exchange Commission
(the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934 and that the information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Dated: March 14, 2005

/s/ NEAL E. MURPHY

Neal E. Murphy
Chief Financial Officer of Quaker Chemical Corporation
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Uur Destination

A single worldwide company that delivers everywhere the best
from anywhere, that creates value in every process we serve,
and that every customer will find indispensable. We will be the
undisputed leader in the businesses we choose and will be
known widely for our growth and financial success and as a

premier place to work.

Comporaie Prelfle

Quaker Chemical Corporation, headquartered in Conshohocken, Pennsylvania, is a worldwide
developer, producer, and marketer of custom-formulated chemical specialty products and a
provider of chemical management services for manufacturers around the globe, primarily in

the steel and automotive industries.
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fmancial Highlights

=
Highlights of the Year
(Dollars in thousands except per share data) 2004 2003 2002

| Netsales .. .ooviinii i e $400,695 $340,192 $274,521

(| Gross margin ... 130,877 121,374 111,577
Operating income ..........ooooiiiiiiiinian s 16,891 24,115 23,973
NetIncome . ....oooviine e 8,974 14,833 14,297
Per share data:

Netincome basic............. ... oL, $.93 $1.58 $1.56 !

i Netincomediluted ............................... .90 1.52 1.51

‘: Dividends declared ............ ... ... L .86 .84 .84

‘ Dividends paid ............. .o .855 .84 835

Fighlights at End of Year

(Doltars in thousands) 2004 2003 2002

Total assets .. ..oovtvt $324,893 $289,467 $213,858

Working capital ......... ... .. 45,569 37,137 37,529
| Shareholders’ equity .......... ... 122,587 112,352 88,055
; Number of shares outstanding . . .............. .. .. ... 9,669 9,610 9,340
Cerifications

Ronald J. Naples and Neal E. Murphy have provided certifications to the Securities and Exchange Commission as required by
Section 302 of the Sarbanes-Oxley Act of 2002. These certifications are included as Exhibits 31.1 and 31.2 to the Company’s
Form 10-K for the year ended December 31, 2004.

As required by the New York Stock Exchange (NYSE), on May 26, 2004, Ronald J. Naples submitted his annual certification

to the NYSE that stated he was not aware of any violation by the Company of the NYSE corporate governance listing standards.

This Summary Annual Report provides basic financial information on our Company in a condensed format. Comprehensive financial reporting
is contained in Quaker’s Annual Report on Form 10-K for the vear ended December 31, 2004. We invite you to refer to the Form 10-K, which is
available on our Web site (www.quakerchem.com), for a more detailed discussion of our performance.

This Summary Annual Report may contain forward-looking statements. Readers are cautioned that such forward-looking statements involve risks
and uncertainties which could significantly affect expected results from those expressed in any such forward-looking statements. Readers are directed

to Quaker’s Annual Report on Form 10-K for a description of such risks and uncertainties.

Quaker Chemical Corporalion



A Message from tne Chairman

' DEAR FELLOW SHAREHOLDERS: In one of my former incamations in the U.S. Army

| Ranger School (a few belt notches ago), one of the most dreaded questions was, “What are

© you going to do now, Ranger?” It filled us with trepidation, because it was reserved for
dire circumstances that demanded something extra for which you had to summon the will—
in the wee hours of a dark, cold, rainy morning; 48 hours into a non-stop patrol with the

% troops cold, wet, and dog-tired; perhaps not even really knowing where you are on the
\,

terrain map; the mission faltering—vou get the picture. It’s a question I've always kept
top-of-mind, because it’s a good reminder that no matter how well you may have done
"7 in the past and how prepared you may be, if you're going to make

long-term progress, vou need to persevere through the dips.

A TEST OF QUR COMMITMENT. The year 2004 was certainly a time when our
perseverance and commitment to our strategies was tested. The challenges of 2004 are

most succinctly evidenced by our net earnings of $9.0 million versus $14.8 million \
j!

- customer valug ||

|
|

in 2003, a drop of 39%. This is a dramatic departure from our past and is not all what

we had planned on or expect of ourselves.

The story of the year is largely in the extraordinary pace and size of raw material
cost increases—led by dramatic shifis in crude oil, derivatives of which account for about
one-third of our raw material costs—that ran ahead of our ability to recover those increases
with our customers. Sales, while strong overall, were affected by soft demand in Europe. Margins
were reduced by raw material cost increases and because the considerable amount of new Chemical
Management Services business hit our income statement in a way not comparable to the past. Spending was up, to support
our recent acquisitions and new strategic business efforts, such as CMS. With this unexpected confluence of events, it’s time

to ask, “What are you going to do now, Ranger?”

A CONSTANGY QF PURPOSE—AND STRATEGY. First, as any Ranger knows. you don’t abandon the
mission because you're in a tough spot. Adjust, shift, revise tactics, create new approaches, but don’t abandon the mission.
Throughout the short-term disappointment of 2004, we have stuck to what we think is the right long-term strategy. Our
constancy telates directly to our three fundamental business imperatives: sell value, not just products; operate as a globally
integrated whole; and harness the power of our worldwide knowledge and learning. These are difficult and expensive for
any organization, but they are at the heart of how we can deliver something special for our customers, differentiate ourselves
from the competition, and maintain that differentiation. These are factors we believe are as valid in a difficult year as they
have been in our history of strong profits. I reference profits here not as the only measure of long-term success, but as an
absolutely necessary ingredient. We shoot for profit growth because we need it to deliver for our shareholders, who look to
us for a financial return, and for our associates, who look to us for a future of promise.

Second, it’s important to keep one’s eye on the deeper whole, not just what’s most apparent. There’s a kind of Gresham’s Law
at work in this case: the bad news drives out the good. The bad-news financial results of 2004 obscured the good-news events
that will drive our long-term success. This is particularly relevant, because the primary sources of bad news are cyelical —
particularly the dramatic escalation in oil prices. But behind all this towers the fundamental nature and strategic soundness of

what we’re doing. We firmly believe we have the capability to deliver in the future as well as we've consistently done in the past.




giodal knowledge

%

WE ARE STILL IN A STRONG POSITION. The good news
is that we’re building value for our customers, serving them through
a global organization that lines up against their global needs, and using
our vast stores of knowledge, we believe, better than any of our competitors.
We're very well positioned, perhaps uniquely, to provide global service to
customers that are consolidating in response to a globalized world. We remain
financially strong and can invest in acquisitions to build market share, and in strategic
initiatives, such as, for instance, the CMS channel as a singular window to our customers that supports delivering special
benefits to them. The acquisitions we’ve made over the past couple of years are contributing. We have great positions in
growth markets, such as China, India, and Brazil, and we are exercising the initiative to take advantage of and create new
opportunities. So, we'll continue to build on our strengths, invest in our growth, and manage with a firm grasp of the facts
as we find them——not as we wish they were.

This report shows the impact of our strategy at work, even at a time when it would be tempting to turn away from

certain aspects, such as high customer service levels and global integration and delivery. I hope you find this helpful and

instructive reading.

WE KNOW OUR CHALLENGES AREN'T OVER. Raw material prices and our ability to pass along costs to
customers will continue to be challenges, but we know it’s important to improve our margins. We'll keep an eye on costs, but
always recognizing that high service is at the heart of creating a special place for ourselves with our customers. We'll expand our

business through new products and new business programs. We'll remain focused on complementary acquisitions.

We've asked a lot of all our people, and I am tremendously grateful, as all of us should be, for their continued

commitment and dedication. We're determined to realize a future that rewards their striving.

SPECIAL THANKS. AsIclose, I'd like to recognize an individual who has committed much of

his life to Quaker. Peter Benoliel will retire from our Board of Directors at our annual meeting in May.

fimancial strength

His family was present at the founding of today’s Quaker, and he has dedicated a Lifetime to building this
husiness, culminating in his service as Chief Executive Officer for 27 years and Chairman of the Board
for 17 years. Since retiring as Chairman in 1997, Peter has remained on the Board, bringing his experience
to our deliberations. From a personal perspective, my high personal regard and admiration for Peter were key
factors in my joining the Company in 1995. All of us on the Board wish this remarkable individual well as he now finds
even. more time for the pursuit of the many interests in his life.

On behalf of all the people of Quaker, I thank you, our shareholders, for your continuing confidence and support. And to
all the people of Quaker around the world, I extend a special thank you for your continued dedication and commitment to

our Company’s success.

Sincerely,

Ronald J. Naples
Chairman of the Board and Chief Executive Officer



One of our largest opportunities for growth is the $2.2 billion metalworking market. No company has greater than a 15% share,
but Quaker does have significant, and growing, positions in the most important segments, such as automotive and heavy
equipment manufacturing.

Within metalworking—especially in automotive and heavy equipment—there is a powerful trend toward the use
of chemical management services (CMS). CMS is a long-term relationship in which a customer contracts for supply and
management of chemicals and related process improvement services.

A CMS provider's compensation is tied to creating or extracting value for the customer, not to chemical volume. That means
the provider and customer share the same aims—to continuously optimize processes, reduce chemical lifecycle costs and

risk, and reduce environmental impact.

CAPTURING CMS BUSINESS AT POWERTRAIN PLANTS [N NORTH AMERICA, When we began
our globalization efforts several years ago, we saw that we had challenging differences in our positions in automotive plants.
In North America, we had a powerful presence in metal stamping plants; while in Europe and South America, we were strong
in engine and transmission plants—powertrain plants as they’re known.

We knew that we needed to eapture a position in powertrain in North America, as this segment was adopting CMS at a fast
rate and is the single biggest user of metalworking fluids in the automotive manufacturing industry. So, to maintain and grow our
product sales, and position ourselves for the future in powertrain, we made a commitment to become the CMS provider of choice.

We had already spent several years focusing on strategic imperatives, so we were able to act boldly. We had the
@ﬂ@b@ﬂ knowledge available to make an immediate impact in the CMS market. And just as important, we had the
infrastructure to get that knowledge where it needed to go.

Our staff in Europe and South America shared their expertise about the processes, equipment, and products used in
powertrain. Further, they shared documented proof of the savings and improvements our service and products have delivered
to customers.

It’s working. In the last several years, we won contracts at 12 North American powertrain plants. And penetration of those
customers has increased automotive metalworking product sales in North America by 40% in 2004.

What's more, our success in these plants has led to more new business—in Europe. We've just been awarded a contract

for a powertrain plant in Eastern Europe based on our work for the parent company in the United States.

A MODEL FOR THE FUTURE. Our financial strength allowed us to make investments in staff to serve these
accounts, and to move CMS forward even faster. We grew the number of our associates in metalworking in North America
from 26 in 2003 to 147 in 2004. We made every effort to hire the industry’s best, in education, experience, and creativity,
because our focus on creating CUSICMEr Valu® is the key to our future.

Success in CMS is based on our ability to deliver improvements and savings to the customer—continually. Academic
studies and results of early adopters suggest that the industry will be moving from a cost savings model to a total cost of
ownership model, in which the impact on the whole organization of a change or improvement can be measured —which
means gains can be shared.

This move to total cost of ownership will make our global knowledge and our ability to innovate even more important—

in creating value for our customers and in our sharing of that value.

4 Quaker Chemical Corporation } For more information, go to www.quakerchem.com
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Quaker is the leading supplier of process fluids and related services to the world’s steel mills. After nearly 75 years
in the business, Quaker is strongly entrenched, with significantly more market share than the nearest competitor—
and growing.

We continue to grow this business organically and through acquisition. At the end of 2003, we acquired the steel business
of Cincinnati Vulcan Company, with major customers in North America and China. In the past year, we successfully integrated
those businesses, retaining the customers and the talented people.

Further, we have steadily won new business and expanded with current customers by focusing on our imperatives—

especially in creating, demonstrating, and quantifying CUS{OMEr v&lue.

ESTABLISHING NEW FOUNDATIONS FOR GROWTH. We have posted a high number of wins in new business
and business expansion around the world. In Asia, there were several, including two new cold rolling mills in China and

a new mill in Vietnam. In Europe, we won an important chemical management services contract with our largest customer.
In North America, we added two new CMS steel accounts. In South America, we established regular supplies to two new
rolling mills. And on a more global basis, we established nine corporate-level, multi-year purchasing contracts with the major
companies that are consolidators around the world.

A corporate contract provides stability of supply for the customer and financial stability for us. But there’s more: it allows
us to document and demonstrate value over time, and it builds in opportunities to meet the customer to communicate that
value and present new opportunities.

This is especially important as the industry consolidates globally. Our strategic focus on global integration and knowledge
sharing put us in an advantaged position. When asked by customers to provide a global view of their business, we have

already demonstrated the ability to respond more quickly and in greater detail than our competitors.

DEMONSTRATING HOW OUR IMPERATIVES CONTRIBUTE TO SUCCESS. Our global knowledge
and integration are helping us to move synthetic lubricant technology from Europe and Asia to North American mills.
We have the products, experience, and documented value from around the world to gain a hearing from customers in
North America.

our financial Sﬂﬂ’@ﬂ‘d@ﬁh contributes to our persuasive ability. When we ask for a chance to demonstrate our product,
we can guarantee that the price per ton of steel produced will not increase during the demonstration. This guarantee
dramatically takes the focus off price and puts it on value.

And we highlight the ways we are creating customer value, by benchmarking costs throughout the entire process
and then measuring impact, including reduced consumption, reduced waste, reduced maintenance and equipment costs,
improved cleanliness and quality of product. We also define specific impact measures for unique customer issues.

One mill had been using traditional rolling otls, which required a cleaning step before steel could be galvanized. If they
could eliminate the cleaning, they would save considerably.

We suggested they swilch to a synthetic oil even though it would in itself be more expensive—a hard sell if the focus
is on price. Our value proposition helped shift the focus, and a guarantee on price per ton got us a demonstration.

The result was dramatic. By eliminating the cleaning step and its associated costs, we delivered savings twice the

additional cost of our synthetic product. That value won us the business.

6 Quaker Chemical Corporation @ For more information. go lo www.quakerchem.com




Quantified
significant savings
in demonstration

| Won asw synthetic B

f rollifig oil customer

n

EShon mconeumbwen, 0% 10 CLIST

nd sales tool.”




Five years ago, Quaker started to look seriously at the tube and pipe industry as one of the most attractive markets in which
to grow our top and bottom lines. It’s a $0.3 billion market in which we have just 3% market share.

We've served the market with established products and technology and our proprietary coating products. We've experienced
a 20% compounded annual growth rate over the past five years, and we're expecting significant growth in 2005. It’s easy to
see why we've selected this as our number-one market initiative for the next three vears.

We're establishing a global tube and pipe business unit, with a strategy of becoming a “front-to-back™ supplier, serving
every part of the process in every part of the world. This is a unique position, with great potential as the industry seeks

efficiencies and consolidates globally.

MAKING THE POTENTIAL A REALITY THROUGH THE IMPERATIVES. We're investing as we grow,
using our fimancial Sﬁf’@[ﬂ]@]ﬁ'ﬂﬂ with confidence to make the most of the potential of our strategic plan.

We’ve made a commitment to double staff—in the lab, in the field, and in supporting commercial operations. Our new
associates are experts from the industry, especially in coatings, where technology can deliver real value, and where we have
established advantages.

We support capital equipment programs that are part of the value we sell. Quaker provides not only the product, but also
the application equipment and service for our advanced coatings, which we term the Quakercoat® System. This approach gives
us the opportunity to change the paradigm: rather than product sales, we set contracts to share the savings we deliver.

Finally, our financial strength gives us the flexibility to make the acquisitions we need to become a true front-to-back supplier.

Integration and global knowledge will make our front-to-back product strategy possible, quickly. We're using
the portfolio of products and expertise from our Eural acquisition of 2003 to help fill the gaps in the front-to-back offering.

For the front end, we're leveraging our metalworking coolant technologies—not just adapting formulations to solve
individual problems, but developing global products to serve the industry efficiently. For the back end, we're using a shared
hase for our coatings that will ensure a standard product range, worldwide.

We're committed to CUISIOMET VAIUR that sets a new standard in the industry. Our approach 1s always to quantify
and demonstrate the advantages our products and approaches bring. But now we're going further, to serve this industry
with process consulting and a technical involvement that the competitors have not even considered, from continual process
optimization to improved environmental and health and safety performance.

Our size and scale are just right to bring such service to the customers, while our competitors are often too large to focus

on such a small market or too small to have the necessary resources.

MOVING TOWARDS SHARED SAVINGS. Our work in the coatings area with one of Europe’s largest tube and
pipe manufacturers suggests our future direction and potential.

The manufacturer was having difficulty with an aqueous coating they were using on low carbon steel pipe. Their
application equipment was highly inefficient, resulting in high usage of coating, inconsistent coating thickness, and a
hazardous work area. We recommended a proprietary Quakercoat® coating, and designed, developed, and installed an
application line for it.

Our concern was not product sales volume, or equipment licensing fees. We're paid by the number of linear feet we coat.

Looked at another way, the idea is to share in the savings we create. That’s the potential for the future.

8 (Quaker Chemical Corporation For more information, go to www.quakerchem.com
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Our consistent focus on our strategic imperatives is not a dry, grit-your-teeth exercise. It’s people working to shape a company
in which they can all live and succeed, and a culture that values and supports each individual’s effort.

A shared culture is arising, with common ways of thinking and communicating that bring us together around the globe.
A knowledge of our shared Destination is a basis for any dialog. In fact, the short version is part of everyday speech—
“delivering everywhere the best from anywhere.” Our imperatives act the same way: they are not only a part of speech,

they are an unspoken part of every decision-making process.

PARTICIPATING I A VIRTUAL CULTURE. Certainly, travel is an option for bringing globally dispersed associates
together, especially for complex technical issues or eritical negotiations. But electronic interface brings more people together
more often. We've become adept at the use of our simple and intuitive technologies. They're as natural as a stroll down the hall.
E-mail strategies bridge the huge differences of time and space in a global company that works as fast as we do. Use of
QBI (Quaker Business Intelligence), our knowledge management platform, is now a cultural trait. Both adding to and
drawing from that store of knowledge is a normal, repetitive function. And our global transaction system, QuakerOne.World,

1s bringing common insight into our everyday activities and into our customers—around the world.

ESTABLISHING THE CULTURE EVERYWHERE. We understand the power of being Quaker, and we consider it
important to do what is necessary to spread our culture everywhere to ensure success anywhere.

China is a case in point. It’s a truly booming market, with huge opportunities in steel, automotive, and industrial metalworking.
We've had a presence in China for more than a decade, and have positioned ourselves well for the surge that is beginning,

We have a highly experienced staff —representatives who have been with us for 10 years. We have an infrastructure
that we built over time, and that provides a stable foundation on which to build, We even have local technical development
resources, plus R&D capabilities in Japan and Australia.

To stay ahead of the competition, we need to grow—now. Acquisitions are helping. For example, the Vulcan acquisition
late in 2003 brought not only U.S. business, but steel business in China, too.

We are well positioned in steel in China, with significant market share and double-digit sales growth each year. In 2004,
we posted our highest sales record in Quaker-China history.

China is the largest contributor to sales growth, so the big challenge is people. We have a strong, experienced team, but
they are facing the demands of tremendous growth.

We're leveraging our financial Sﬁ?@ﬂ'ﬂ@]ﬁh to increase staff in China by 30%, at very high levels of experience
and education. The process is under way to add new product managers for steel, masters- or PhD-level chemists, and
technical service people. We are committed to delivering the high level of consultative service on which our strategy is
founded, which means all these new people need in-depth training in both our technology and our culture.

A big part of our training—and culture—involves Q}H@Hﬂ@]ﬂ km@%ﬂﬂﬂ@@@]@ sharing. For example, chemists from
China will visit our labs around the world for group projects with the United States, Europe, South America, Japan, India,
and Australia.

It will be real work, creating CUSICINGT valu@ to make us more competitive, while ingraining Quaker’s culture to
keep the process going. We are on a path to differentiate Quaker from our competitors at every level, in every place we do

business. Qur strategy is, indeed, at work.

10 Quaker Chemical Corporation @ For more information, go to www.quakerchem.com
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An At-a-Glance Guide to Our Progress

wltimate destination

progress in 2004

“A single worldwide company that delivers
everywhere the best from anywhere...”

o Seamiess use of knowledge across all geagraphic
and technological boundaries

o Thoroughly integrated operations for global reporting,

customer information, competitive information,
and control

GLOBAL KNMOWLEDGE

G Expanded capabilities of QBI to help management direct and
support commercial and R&D projects for key account actions
on global basis

o Launched @BX, a version of our knowledge taols, to encourage
direct collaboration with key customers and partners

O Increased global use of QBI, with 40% increase in collaboration
activities and continued double-digit increase in total content

o Completed significant optimization of QuakerOne.World project
to improve processes and systems used by 65% of our operations
in U.S. and Europe

O Introduced QMeeting, an Internet collaboration tool that allows
associates to conduct virtual meetings with anyone in the world

o Use of QWIS, our business analytics and intelligence system,
increased 44%

“A [Company] that creates value in every
process we serve, and that every customer

o Continued to gain chemical management services contracts
in North America creating a larger channel to market for

= will find indispensable...” our products
<z Auni les offering combining advantaged products o Expanded our position geographically in growth areas such as
O A unigue sa ri ni e . . .
= ) § L . ¢ g . geap China, India, and Brazil
&= with zpplication anc process expertise for measurable
i 1%} improvemants in cest, nroductivity, and quality o Grew our market share in the tube and pipe industry through
! = . . . value propositions and development of a "front-ta-back”
i @ o Compensetion based on improvements in pracesses :
i = - product and service strategy
| w and finishad produc:s, rather than on costs of products
= and szrvices « Developed new protective coating for bathware in the home
© . . , building industry
o1 Sharing of technice! knowledge with customers—
including joint product development
“We will be known widely for our growth o Net sales increased to $400.7 million, up 18% from 2003
= . . .
= and financial success...” 0 32 years of consecutive annual dividend increases
[£=]
= o Consistent, significant sales and earnings growth o Strong balance sheet and financiat position provided financial
w . N . ) flexihility to pursue acquisitions and other opportunities
E o Consistent, significant increases in returns
w» . o o Continued to invest in strategic growth initiatives such as
o Consistent, significant rewards for shareholders ) .
— China, tube and pipe, and CMS
= O Personal growth and satisfaction for Quaker associates . .
S g o Successful completion of Sarbanes-Oxley Act Section 404
= assessment of internal controls over financial reporting
=
=
M
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Menagement’s Discussion and Analysis

of Financial Condition and Results of Operations

Execurtive Sumrary

Quaker Chemical Corporation is a worldwide developer,
producer, and marketer of chemical specialty products and a
provider of chemical management services for various heavy
industrial and manufacturing applications around the globe,
with significant sales to the steel and automotive industries.
The Company’s strategies and initiatives flow from three
business imperatives: (1) sell customer solutions —value—
not just fluids, (2) operate as a globally integrated whole, and
(3) harness the power of our global knowledge and learning,
Success factors critical to the Company’s business include
successfully differentiating the Company’s offering from its
competition, operating efficiently and profitably as a globally
integrated whole, and increasing market share and customer
penetration through internally developed business programs
and strategic acquisitions.

The results for 2004 reflect the challenging business
environment in which the Company operates. The Company
experienced significant revenue growth of 18% in 2004 versus
2003, driven by base business growth, the full year impact of
the Company’s 2003 acquisitions, and favorable foreign exchange.
Approximately half of the Company’s base business growth
was due to the full year effect of the Company’s chemical
management services (CMS) contracts, which were effective
May of 2003, as well as additional contracts awarded in 2004.
The remaining base business increase in revenue was
attributable to growth in the Asia/Pacific, North and South
American regions, partially offset by lower sales in Europe.

Even with this revenue increase, earnings were down versus
2003 due to significantly higher raw material and selling, general
and administrative costs. Since the second half of 2003, the
Company has experienced a continual escalation in the pricing
of its key raw materials, particularly those derived from crude
oil. Although the Company announced and implemented price
increases during the third and fourth quarters of 2004, the
benefit of these increases did not mitigate fully the impact of
these higher raw material costs in 2004. The Company’s U.S.
CMS program contributed to profitability in 2004 as a result of
numerous product conversions completed during the latter half
of 2004. Increases in selling, general and administrative costs

were associated with strategic initiatives, as well as a range of

administrative costs such as Sarbanes-Oxley compliance,
pension, incentive compensation, and higher sales commissions.

In the fourth quarter of 2004, the Company began efforts
to realign the organization and reduce costs by announcing
the consolidation of its administrative facilities in Hong Kong
with its Shanghai headquarters. Further actions to eliminate
additional positions were taken in the U.S. and Europe during
the first quarter of 2005. The Company expects to reinvest the
savings from these actions, estimated to be within the range
of $1.3 to 81.5 million annually, in higher growth areas such
as Asia/Pacific and in the continuing development of new,
complementary businesses.

The Company expects earnings to improve after a
disappointing 2004. The Company’s 2005 plans call for high
single digit revenue growth and margin improvements
assuming raw material costs stabilize. The Company remains
committed to its strategic imperatives and will stay focused on
managing its raw materials and other costs and its pricing.
Also, with its strong financial position and cash flow generation,
the Company will continue to pursue acquisitions and it

expects to continue its record of annual dividend increases.

Critical Accounting Policies and Estimates
Quaker’s discussion and analysis of its financial condition and
results of operations are based upon Quaker’s consolidated
financial statements, which have been prepared in accordance
with accounting principles generally accepted in the United
States. The preparation of these financial statements requires

Quaker to make estimates and judgments that affect the reported

Dividends Paid Per Share

) $0.68
) $0.685
) $0.705
) $0.73
) 30.765
) $0.79
) $0.82
) $0.835
) $0.84
) $0.855

‘95 96 ‘97 98 '$8 00 ‘00 02 ‘03 ‘04
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Management’s Discussion and Analysis

of Financial Condition and Results of Operations

amounts of assets, liabilities, revenues and expenses, and

related disclosure of contingent assets and liabilities. On an

ongoing basis, Quaker evaluates its estimates, including those

related to customer sales incentives, product returns, bad

debts, inventories, property, plant, and equipment, investments,

intangible assets, income taxes, financing operations,

restructuring, accrued incentive compensation plans, pensions

and other postretirement benefits, and contingencies and

litigation. Quaker bases its estimates on historical experience

and on various other assumptions that are believed to be

reasonable under the circumstances, the results of which form

the basis for making judgments about the carrying values of

assets and liabilities that are not readily apparent from other

sources. Actual results may differ from these estimates under

different assumptions or conditions.
Quaker believes the following critical accounting policies
describe the more significant judgments and estimates used

in the preparation of its consolidated financial statements:

1. Accounts receivable and inventory reserves and

exposures — Quaker establishes allowances for doubtful

accounts for estimated losses resulting from the inability of

its customers to make required payments. If the financial

condition of Quaker’s customers were to deteriorate, resulting

in an impairment of their ability to make payments, additional

allowances may be required. Downturns in the overall
economic climate may also exacerbate specific customer
financial issues. As part of its terms of trade, Quaker may
custom manufacture products for certain large customers
and/or may ship product on a consignment basis. Further,

a significant portion of Quaker’s revenues is derived from

sales to customers in the U.S, steel industry, where a number

of bankruptcies have occurred during recent years. Through

2003, Quaker recorded additional provisions for doubtful

accounts primarily related to bankrupicies in the U.S. steel
industry. When a bankruptey occurs, Quaker must judge the
amount of proceeds, if any, that may ultimately be received
through the bankruptcy or liquidation process. These matters

may increase the Company’s exposure should a bankruptey

oceur, and may require writedown or disposal of certain
inventory due to its estimated obsolescence or limited

marketability. Customer returns of products or disputes

14 Quaker Chemical Corporation

may also result in similar issues related to the realization
of recorded accounts receivable or returned inventory.
Reserves for customers filing for bankruptey protection are
generally established at 75-100% of the amount owed at
the filing date, dependent on the Company’s evaluation of
likely proceeds from the bankruptcy process. Large and/or
financially distressed customers are generally reserved
for on a specific review basis while a general reserve

is established for other customers based on historical
experience. The Company’s consolidated allowance for
doubtful accounts was $6.8 million and $6.8 million at
December 31, 2004 and 2003, respectively. Further, the
Company recorded provisions for doubtful accounts of
$0.5 million, $1.0 million and $1.4 million in 2004, 2003
and 2002 respectively. An increase of 10% to the recorded
provisions would have decreased the Company’s pre-tax
earnings by $0.05 million, $0.1 million and 80.14 million
in 2004, 2003 and 2002, respectively.

2. Environmental and litigation reserves — Accruals for

environmental and litigation matters are recorded when it is
probable that a liability has been incurred and the amount
of the liability can be reasonably estimated. Accrued
liabilities are exclusive of claims against third parties and
are not discounted. Environmental costs and remediation
costs are capitalized if the costs extend the life, increase the
capacity or improve the safety or efficiency of the property
from the date acquired or constructed, and/or mitigate or
prevent contamination in the future. Estimates for accruals
for environmental matters are based on a variety of potential
technical solutions, governmental regulations and other
factors, and are subject to a large range of potential costs
for remediation and other actions. A considerable amount of
judgment is required in determining the most likely estimate
within the range, and the factors determining this judgment
may vary over time. Similarly, reserves for litigation and
similar matters are based on a range of potential outcomes
and require considerable judgment in determining the most
probable outcome. If no amount within the range is considered
more probable than any other amount, the Company accrues
the lowest amount in the range in accordance with generally

accepted accounting principles. An inactive subsidiary of the




Company is involved in asbestos litigation. If the Company
ever concludes that it is probable it will be liable for any

of the obligations of such subsidiary, then it will record the
associated liabilities if they can be reasonably estimated.
The Company will reassess this situation periodically in
accordance with SFAS No. 5, “Accounting for Contingencies.”
See Note 15 of Notes to Consolidated Financial Statements

which appears in Item 8 of the Company’s 2004 Form 10-K.

3. Realizability of equity investments — Quaker holds equity
investments in various foreign companies, whereby it has
the ability to influence, but not control, the operations of the
entity and its future results. Quaker records an investment
impairment charge when it believes an investment has
experienced a decline in value that is other than temporary.
Future adverse changes in market conditions, poor operating
results of underlying investments, or devaluation of foreign
currencies could result in losses or an inability to recover
the carrying value of the investments that may not be
reflected in an investment’s current carrying value. These
factors may result in an impairment charge in the future.
The carrying amount of the Company’s equity investments
at December 31, 2004 was $6.7 million and was comprised
of three investments totaling $3.9, $2.2 and $0.6 million,
respectively. During 2004, these equity investments

reported net profits and were not considered impaired.

4. Tax exposures and valuation allowances ~ Quaker records
expenses and liabilities for taxes based on estimates of
amounts that will be ultimately determined to be deductible
in tax returns filed in various jurisdictions. The filed tax
returns are subject to audit, often several years subsequent
to the date of the financial statements. Disputes or
disagreements may arise during audits over the timing or
validity of certain items or deductions, which may not be
resolved for extended periods of time. Quaker establishes
reserves for potential tax audit and other exposures as
transactions occur and reviews these reserves on a regular
basis; however, actual exposures and audit adjustments may
vary from these estimates. Quaker also records valuation
allowances when necessary to reduce its deferred tax assets

to the amount that is more likely than not to be realized.

While Quaker has considered future taxable income and
ongoing prudent and feasible tax planning strategies in
assessing the need for the valuation allowance, in the event
Quaker were to determine that it would be able to realize its
deferred tax assets in the future in excess of its net recorded
amount, an adjustment to the deferred tax asset would
increase income in the period such determination was
made. Likewise, should Quaker determine that it would not
be able to realize all or part of its net deferred tax assets

in the future, an adjustment to the deferred tax asset would
be charged to income in the period such determination was
made which could have a material adverse impact on the
Company’s financial statements. U.S. income taxes have not
been provided on the undistributed earnings of non-U.S.
subsidiaries since it is the Company’s intention to continue
to reinvest these earnings in those subsidiaries for working
capital and expansion needs. U.S. and foreign income taxes
that would be payable if such earnings were distributed may
be lower than the amount computed at the U.S. statutory

rate due to the availability of tax credits.

5. Restructuring liabilities — Restructuring charges may
consist of charges for employee severance, rationalization of
manufacturing facilities and other items. In 2001, Quaker
recorded restructuring and other exit costs, including
involuntary termination of certain employees, in accordance
with the Financial Accounting Standards Board’s (“FASB”)
Emerging Issues Task Force Issue No. 94-3, “Liability
Recognition for Certain Emplovee Termination Benefits
and Other Costs to Exit an Activity (including Certain
Costs Incurred in a Restructuring).” Certain of these items,
particularly those involving impairment charges for assets
to be sold or closed, require significant estimates and
assumptions in terms of estimated sale proceeds, date of sale,
transaction costs and other matters, and these estimates can
change based on market conditions and other factors. In
July 2002, the FASB issued SFAS Neo. 146, “Accounting for
Costs Associated with Exit or Disposal Activities,” which
nullified EITF Issue No. 94-3. The Company adopted the
provisions of SFAS No. 146 effective for exit or disposal
activities initiated after December 31, 2002. The principal
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difference between SFAS No. 146 and EITF 94-3 relates

to its requirements for recognition of a liability for a cost
associated with an exit or disposal activity. SFAS No. 146
requires that a liability for a cost associated with an exit or
disposal activity be recognized when the liability is incurred.
Under EITF 94-3, a liability for exit costs is recognized

at the date of an entity’s commitment to an exit plan. In
February 2005, the Company completed the sale of a
portion of its Villeneuve, France site. The Company
incurred no loss on this portion of the sale and expects to
complete the sale of the remaining property in 2005. The
Company ceased manufacturing operations at this facility
effective March 31, 2002. Production was consolidated into
its facilities in Uithoorn, The Netherlands and Santa Perpetua
de Mogoda, Spain. Sales and laboratory activities will
continue at the Villeneuve site pending its complete sale. If
the Company’s estimated selling price at December 31, 2004
changed by 10%, the impact to the Company’s pre-tax

earnings would be approximately $0.1 million.

8. Goodwill and other intangible assets — Goodwill and
other intangible assets are evaluated in accordance with
SFAS No. 142, “Goodwill and Other Intangible Assets.”
Intangible assets, which do not have indefinite lives, are
recorded at fair value and amortized over a straight-line
basis based on third party valuations of the assets. Goodwill
and intangible assets, which have indefinite lives, are no
longer amortized and are required to be assessed at least
annually for impairment. The Company compares the assets’
fair value to its carrying value primarily based on future
discounted cash flows in order to determine if an impairment
charge is warranted. The estimates of future cash flows involve
considerable management judgment and are based upon
assumptions about expected future operating performance.
Assumptions used in these forecasts are consistent with
internal planning. The actual cash flows could differ from

management’s estimates due to changes in business

conditions, operating performance, and economic conditions.
The Company completed its annual impairment assessment
as of the end of the third quarter 2004 and no impairment
charge was warranted. The Company’s consolidated goodwill
and indefinite-lived intangible assets at December 31, 2004
and 2003 were $35.5 million and $33.9 million, respectively.
The Company’s assumption of weighted average cost of
capital and estimated {uture net operating profit after tax
{NOPAT) are particularly important in determining whether
an impairment charge has been incurred. The Company
currently uses a weighted average cost of capital of 12% and,
at September 30, 2004, this assumption would have had to
increase by more than 6 percentage points before any of the
Company’s reporting units would fail step one of the SFAS
No. 142 impairment analysis. Further, at September 30, 2004,
the Company’s estimate of future NOPAT would have had

to decrease by more than 32% before any of the Company’s

reporting units would be considered potentially impaired.

7. Postretirement benefits — The Company provides certain
pension and other postretirement benefits to employees
and retirees. Independent actuaries, in accordance with
accounting principles generally accepted in the United States,
perform the required valuations to determine benefit expense
and, if necessary, non-cash charges to equity for additional
minimum pension liabilities. Critical assumptions used in
the actuarial valuation include the weighted average discount
rate, rates of increase in compensation levels and expected
long-term rates of return on assets. If different assumptions
were used, additional pension expense or charges to equity
might be required. For 2004, the Company incurred such a
non-cash charge to equity of $1.1 million. The Company’s
pension plan year-end is November 30, which serves as the
measurement date. The following table highlights the potential
impact on the Company’s pre-tax earnings due to changes in
assumptions with respect to the Company’s pension plans,

based on assets and liabilities at December 31, 2004:

% Percentage Point Increase

% Percentage Point Decrease

{Dollars in millions) Foreign ~ Domestic Total Foreign Domestic Total
Discountrate .............coovvnn.... ($0.4) ($0.2) (30.6) $0.4 $0.3 $0.7
Expected rate of return on plan assets . . . . . ($0.2) ($0.2) (80.4) $0.2 $0.2 $0.4

16 Quaker Chemical Corporation




Recently lssued Accounting Standards

In December 2004, the Financial Accounting Standards Board
(“FASB”) issued FASB Staff Position (“FSP”) No. 109-2,
“Accounting and Disclosure Guidance for the Foreign Farnings
Repatriation Provision within the American Jobs Creation Act
of 2004” (“FSP 109-2"). FSP 109-2 provides guidance under
FASB Statement 109, “Accounting for Income Taxes,” with
respect to recording the potential impact of the repatriation
provisions of the American Jobs Creation Act of 2004 (the
“Act”™) on enterprises’ income tax expense and deferred tax
liability. The Act was enacted on October 22, 2004. The Act
creates a temporary incentive for U.S. corporations to repatriate
income earned abroad principally for eamnings that have
previously been deemed permanently reinvested by providing
a dividends received deduction for certain dividends from
controlled foreign corporations. Because of limitations contained
within the provision, it is not expected that the Company will
avail itself of this provision.

In December 2004, the FASB issued FSP No. FAS 109-1,
“Application of FASB Statement No. 109, “Accounting for
Income Taxes,” to the Tax Deduction on Qualified Production
Activities Provided by the American Jobs Creation Act of
2004” (“FSP 109-17). FSP 109-1 provides guidance on
applying the deduction for income from qualified domestic
production activities. The deduction will be phased in from
2005 through 2010. The deduction will be treated as a
“special deduction” as described in FASB Statement No. 109.
As such, the special deduction has no effect on deferred tax
assets and liabilities existing at the enactment date. Rather,
the impact of this deduction will be reported in the period
in which the deduction is claimed on the Companys tax
return. The Company does not expect the phase-in of this new
deduction to result in a material change in its effective tax
rate in future periods, based on current earnings levels.

[n December 2004, the FASB issued its final standard on
accounting for share-based payments, SFAS 123R (Revised
2004), Share-Based Payments (“SFAS 123R™). SFAS 123R

requires companies to expense the fair value of employee

stock options and other similar awards, effective for interim
and annual periods beginning on or after June 15, 2005.
When measuring the fair value of these awards, companies
can choose two different pricing models that appropriately
reflect their specific circumstances and the economics of their
transactions. In addition, the Company is in the process of
selecting one of three transition methods available under
SFAS 123R. Accordingly, the Company has not vet determined
the impact on our consolidated financial statements of adopting
SFAS 123R.

In December 2004, the FASB issued its final standard on
accounting for exchanges on non-monetary assets, SFAS 153,
“Exchange of Non-monetary Assets an amendment of APB
Opinion No. 297 (“SFAS 1537). SFAS 153 requires that
exchanges of non-monetary assets be measured based on the
fair value of assets exchanged for annual periods beginning
after June 15, 2005. The Company is currently evaluating the
Impact of SFAS 153.

In November 2004, the FASB issued Statement of Financial
Accounting Standards No. 151, Inventory Costs—an
amendment of ARB 43, chapter 4 (“SFAS 1517). SFAS 151
clarifies the accounting for abnormal amounts of idle facility
expense, {reight, handling costs, and wasted material (spoilage)
in the determination of inventory carrying costs. The statement
requires that such costs be recognized as a current period
expense. SFAS 151 also requires that allocation of fixed
production overheads to the costs of conversion be based on
the normal capacity of the production facilities. This statement
is effective for fiscal years beginning after July 15, 2005. The

Company is currently evaluating the impact of this standard.

Liguidity and Capital Resources

Quaker’s cash and cash equivalents increased to $29.1 million
at December 31, 2004 from $21.9 million at December 31,
2003. The increase is primarily from $3.4 million cash
provided by eperating activities and $7.4 million provided by
financing activities, offset in part by $6.6 million used in

investing activities.
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Net cash flow provided by operating activities was
$3.4 million in 2004 compared to $8.4 million in 2003. The
Company’s lower net income was primarily responsible for
the decrease compared to the prior year, however, there were
some significant swings in the Company’s working capital
accounts. Accounts receivable in 2004 has had less of an
impact on operating cash flow, reflecting the initial working
capital investment associated with the Company’s new CMS
contracts, which began in the second quarter of 2003. In
addition, in 2004, the Company entered into additional
CMS contracts, which have impacted our working capital
accounts. The increase in inventory is attributable to higher
business levels, particularly in the South American and
Asia/Pacific markets, the additional CMS contracts in the
U.S., and higher raw material costs. The change in estimated
taxes on income Is reflective of a $2.6 million tax settlement
received in 2003 versus a $3.0 million overpaid tax position
in 2004 relating to our European operations. Approximately
$2.0 million of this overpaid tax position was received in
January of 2005.

Net cash used in investing activities was §6.6 million
in 2004 compared to $24.4 million in 2003. In 2004, the
Company made no acquisitions versus $16.0 million paid in
2003 for the Company’s acquisitions of Vulcan, Eural and KS
Chemie. Capital expenditures were $4.0 million less in 2004
compared to 2003 reflective of higher spending in 2003 for
the Company’s U.S. lab renovation and the Company’s global
ERP implementation. Dividends and distributions from
associated companies decreased $3.8 million from 2003.
In 2003, the Company had received a $3.9 million priority
distribution from its real estate joint venture. The increase
in proceeds from disposition of assets is primarily due to
the sale of real estate by the Company’s majority-owned
Australian subsidiary.

In January 2001, the Company contributed its
Conshohocken, Pennsylvania property and buildings (the
“Site”) into a real estate joint venture (the “Venture”) in

exchange for a 50% interest in the Venture. The Venture did
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not assume any debt or other obligations of the Company and
the Company did not guarantee nor was it obligated to pay
any principal, interest or penalties on any of the Venture’s
indebtedness. The Venture renovated certain of the existing
buildings at the Site, as well as built new office space (the
“Project”). In December 2000, the Company entered into an
agreement with the Venture to lease approximately 38% of the
Site’s available office space for a 15-year period commencing
February 2002, with multiple renewal options. The Company
believes the terms of this lease are no less favorable than the
terms it would have obtained from an unaffiliated third party.
In February 2005, the Venture sold its real estate assets,
which resulted in $4.2 million of proceeds to the Company
after payment of the partnership obligations.

Net cash flows provided by financing activities were
$7.4 million in 2004 versus $22.0 million in 2003. The
change in cash flows was primarily the result of higher debt
incurred to fund the Company’s acquisitions in 2003.

The Company maintains various credit facilities with
multiple banks. At December 31, 2003, the Company had
credit facilities totaling $50.0 million, of which $30.0 million
was committed and $20.0 million was uncommitted. Throughout
2004, the Company took action in both the U.S. and Europe to
increase its credit facilities to $95.0 million at December 31,
2004, of which $40.0 million was committed and $55.0 million
was uncommitted. The provisions of the agreements require
that the Company maintain certain financial ratios and
covenants, all of which the Company was in compliance with
as of December 31, 2004 and 2003. Under its most restrictive
covenants the Company can borrow an additional $23.5 million.
The Company believes that it is capable of renewing its
current credit facilities, on an annual basis, or obtaining
alternative borrowing capacity on competitive terms. Although
the terms of the agreements vary, the interest rates applied to
borrowings are generally based, at the Company’s option, on
either a prime rate, LIBOR rate, or Euro dollar rate, plus or
minus a margin. At December 31, 2004 and 2003, the Company
had approximately $57.0 million and $39.8 million outstanding




on these credit lines at a weighted average borrowing rate of

2.9% and 1.9%, respectively.
The Company believes that, in 2005, it is capable of
supporting its operating requirements including pension

plan contributions, payments of dividends to shareholders,

possible acquisition opportunities, and possible resolution of

contingencies, through internally generated funds supplemented

with debt as needed.

r

The following table summarizes the Company’s contractual
obligations at December 31, 2004, and the effect such
obligations are expected to have on its liquidity and cash
flow in future periods. Pension and other postretirement plan
contributions beyond 2005 are not determinable since the
amount of any contribution is heavily dependent on the future
economic environment and investment returns on pension

trust assets (amounts in millions):

Pension and other
postretirement plan

Payments due by period
2010 and
Contrzctual Obligations Total 2005 2006 2007 2008 2009 beyond
Short-term debt................. .. $57124 $57124 $ — $ — 5 — § — $ —
Long-termdebt ................... 15911 3316 3380 3405 0572 0.238 5.000
Capital lease obligations. ........... 2.707 0482 0470 0450 0413 0347 0.545
Non-cancelable

operating leases ................ 24.407 4.721 3694 3324 2685 1.298 8.685

. Purchase obligations. .............. 2.898 2.898 — — — — —

11.955 — — — — —

— — — — — 1372

|

| contributions................... 11.955
| Other long-term liabilities (primarily

r deferred compensation agreements) . . 7372
‘ Total contractual cash obligations . ... $122.374

$80496 $7.544 §7.179 33670 §1.883  $21.602

L

Operetions
Comparison of 2004 with 2003
Consolidated net sales increased by 18% to $400.7 million

in 2004 from $340.2 million in 2003. The impact from foreign

exchange rate translation increased sales by approximately
$14.7 million, or 4%. The timing of the Company’s 2003

acquisitions increased net sales by $16.2 million, or 5%, and

the Company’s new chemical management services (“CMS”)

contracts increased net sales by $17.2 million, or 5%. The

remaining 4% increase in net sales was attributable to growth

in the Asia/Pacific and North and South American regions
partially offset by lower sales in Europe. The decline in
business in Europe was substantially caused by softness in

sheet steel demand. Although the Company’s market share

in this region remained stable during 2004, the increased
competitive pressures experienced in late 2003 also affected
the yearly comparisons.

During 2003, the Company began a new approach to its
chemical management services (CMS) business in order to
further the Company's strategic imperative to sell customer
solutions—value—naot just fluids. Under the Company’s
traditional CMS approach, the Company effectively acts as an
agent whereby it purchases chemicals from other companies
and resells the product to the customer at little or no margin
and eamns a set management fee for providing this service.
Therefore, the profit earned on the management fee is relatively
secure as the entire cost of the products is passed on to the

customer. The new approach to CMS is dramatically different.
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The Company receives a set management fee and the costs
that relate to those management fees are largely connected to
how well the Company controls product costs and achieves
product conversions from other third party suppliers to its
own products. With this new approach come new risks and
opportunities, as the profit earned from the management fee is
subject to movements in product costs as well as the Company’s
own performance. The Company believes this new approach is
a way for Quaker to become an integral part of our customers’
operational efforts to improve manufacturing costs and to
demonstrate value that the Company would not be able to
demonstrate as purely a product provider.

With this new approach, the Company was awarded
a series of multi-year CMS contracts at General Motors
Powertrain and DaimlerChrysler manufacturing sites in 2003
and 2004. This business was an important step in building
the Company’s share and leadership position in the automotive
process fluids market and should position the Company well
for penetration of CMS opportunities in other metalworking
manufacturing sites. This new approach has also had a
dramatic impact on the Company’s revenue and margins. Under
the traditional CMS approach, where the Company effectively
acts as an agent, the revenue and costs from these sales are
reported on a net sales or “pass-through” basis. As discussed
above, the structure of the new CMS approach is different in
that the Company’s revenue received from the customer is a
fee for products and services provided to the customer, which
are indirectly related to the actual costs incurred. As a result,
the Company recognizes in reported revenues the gross revenue
received from the CMS site customer, and in cost of goods
sold, the third party product purchases, which substantially
offset each other until the Company achieves significant
product conversions. There are two critical success factors for
this new approach. First, is to create savings for a customer
hased on our ability to help apply the product better and
improve the customer’s own processes. Second, is to convert
more of the product being used to Quaker product rather than
a competitor’s product. While the Company’s U.S. CMS program

contributed to profitability in 2004 as a result of numerous
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product conversions completed during the latter half of 2004,
overall performance was tempered by higher third party product
costs and higher consumption levels.

Gross profit (net sales less cost of goods sold) as a
percentage of sales declined from 35.7% in 2003 to 32.7% in
2004. The new CMS contracts resulted in an increase in the
Company’s reported revenue of approximately $17.2 million
and a corresponding decrease in gross profit as a percentage
of sales of approximately 1.3 percentage points. The remaining
decline in gross profit as a percentage of sales was primarily
due to increased raw material costs, as well as unfavorable
product and geographic mix. Even though the Company
experienced a four-year high in the pricing of its key raw
material markets at the end of 2003, the pricing of these
key raw materials continued to escalate in 2004. While the
Company benefited from the implementation of price increases
announced during the third and fourth quarters of 2004, these
gains were more than offset by the continued increase in raw
material prices, particularly crude oil-based derivatives.

Selling, general and administrative costs (“SG&A™) as
reported for 2004 were $113.5 million compared to $97.2 million
in 2003. Approximately 40% of the $16.3 million increase
was due to foreign exchange rate translation and the
Company’s 2003 acquisition activity, which impacted SG&A
by approximately $3.9 million and $2.4 million, respectively.
The majority of the remaining increase was due to costs
associated with strategic initiatives, as well as a range of
administrative costs such as Sarbanes-Oxley compliance,
pension, incentive compensation, and higher sales commissions.
The Company’s strategic initiatives include expanding our
presence in the Asia/Pacific region, further supporting our CMS
business, the continued rollout of our global ERP system, and
continuing development of new, complementary businesses.

During the fourth quarter of 2004, the Company began
efforts to realign the organization and reduce costs by
announcing the consolidation of its administrative facilities
in Hong Kong with its Shanghai headquarters, resulting in
a $0.5 million pre-tax charge for restructuring and related

activities. The Company continued these efforts in the first




quarter of 2005 with the elimination of additional positions
in the U.S. and Europe. An annualized saving of $1.3 million
to $1.5 million is expected from these actions. These savings
will be reinvested in the Company’ strategic Initiatives.

The increase in other income in 2004 reflects a gain on the
sale of real estate by the Company’s majority-owned Australian
subsidiary, as well as higher priority return distributions from
the Company’s real estate joint venture in Conshohocken. The
increase in interest expense in 2004 is primarily due to higher
debt halances outstanding during 2004 as well as higher short-
term interest rates on the Company’s credit facilities.

The Company’s effective tax rate was 31.5% in 2004 and
31% in 2003. The effective tax rate is dependent on many
internal and external factors and is assessed by the Company
on a regular basis. In August 2004, a U.S. Federal tax audit
began in accordance with the Company’s normal three-year
cycle. As of December 31, 2004, this audit was still ongoing.
Currently, the Company anticipates its effective tax rate for
2005 will remain in the 31% to 32% range.

The $0.8 million increase in minority interest expense in
2004 is primarily due to the gain on the sale of real estate
relating to the Company’s Australian operations mentioned
above as well as a stronger performance from the Company’s

Brazilian joint venture.

Segment Reviews — Comparison of 2004 with 2003
Metalworking Process Chemicals: Metalworking process
chemicals, which consists of industrial process fluids for
various heavy industrial and manufacturing applications,
represented approximately 93% of the Company's sales in 2004.
Reported revenues in this segment were up approximately
18% compared with 2003. The Company’s new CMS contracts
accounted for approximately 6 percentage points of the revenue
growth in this segment. The timing of the Company’s 2003
acquisitions of Vulcan, Eural, and KS Chemie accounted for
approximately 5 percentage points of the revenue growth in this
segment. Curreney translation increased sales by 5 percentage
points, primarily due to the higher average Euro to U.S. dollar
exchange rate of 1.24 in 2004 compared to 1.13 in 2003.

The remaining net sales increase of 2% was primarily due to
17% growth in South America, 13% growth in Asia/Pacific,
and 5% increase in the U.S. base business, offset by decreases
in our European sales, which was down 3%, all on a constant
currency basis. The operating income in this segment increased
by $1.8 million or 3%. The disparity between the increase in
sales and operating income is largely reflective of the Company’s
new approach to its CMS business, discussed above. Further,
this segment’s operating income was negatively impacted by
significantly higher raw material costs, unfavorable product

and regional sales mix as well as higher selling costs.

Coatings: The Company’s coatings segment represented
approximately 6% of the Company’s sales in 2004 and
contained products that provide temporary and permanent
coatings for metal and concrete products and chemical milling
maskants. Revenues for this segment were up approximately
$1.8 million or 8% for 2004 compared with the prior year
primarily due to higher chemical milling maskant sales to

the aerospace industry, as well as new customer penetration

in roofing sealants. Operating income increased $0.6 million

over 2003, consistent with the noted volume increases.

Other Chemical Products: Other chemical products represents
approximately 1% of total sales in 2004 and consists of
sulfur removal products for industrial gas streams sold by the
Company’s Q2 Technologies joint venture. Sales for 2004
increased $1.3 million primarily due to special one-time sales
to this segment’s largest customer. Operating income increased
by $0.2 million over the prior year, due to the noted volume

increases offset by higher raw material costs.

Comparison of 2003 with 2002

Consolidated net sales increased by 24% to $340.2 million
in 2003 from $274.5 million in 2002. The impact from foreign
exchange rate translation increased sales by approximately
$18.2 million, or 7%. The Company’s 2003 acquisitions and
the timing of the 2002 acquisitions increased net sales by
$14.0 million, or 5%, and the Company’s chemical management
services (“CMS”) contracts, which were effective May 1, 2003,

Quaker Chemical Corporation 21




Management’s Discussion and Analysis

of Financial Condition and Results of Operations

increased net sales by approximately $27.0 million or 10%.
The remaining 2% increase in net sales was due primarily to
double-digit growth in the Asia/Pacific and South American
regions partially offset by a decline in business in the U.S. and
Europe. The decline in business in the U.S. and Europe was
substantially caused by softness in sheet steel demand. In
addition, in late 2003, the Company experienced some Increased
competition as a result of the Company’s strong market share
coupled with its customers’ interest in establishing second
source suppliers.

During 2003, the Company began a new approach to
its CMS business as described above in order to further the
Company's strategic imperative to sell customer solutions—
value—not just fluids. With this new approach, the Company
was awarded a series of multi-year CMS contracts at General
Motors Powertrain and DaimlerChrysler manufacturing sites
in 2003. This business was an important step in building the
Company’s share and leadership position in the automotive
process fluids market and should position the Company well
for penetration of CMS opportunities in other metalworking
manufacturing sites. This new approach also had a dramatic
impact on the Company’s revenue and margins.

Gross profit (net sales less cost of goods sold) as a percentage
of sales declined from 40.6% in 2002 to 35.7% in 2003. The
new CMS contracts resulted in an increase in reported revenue
of approximately $27.0 million and a corresponding decrease
in gross profit as a percentage of sales of approximately
3 percentage points. The remaining decline in gross profit as a
percentage of sales is primarily due to increased raw material
costs and product mix. At the end of 2003, the Company
experienced a four-year high in the pricing of its key raw
material markets specifically crude oil-based, animal fat and
vegetable oil derivatives. The Company estimates the raw
material price increases negatively impacted gross profit by
approximately $2.5 million in 2003.

Selling, general and administrative costs (“SG&A™) as
reported for 2003 were $97.2 million compared to $87.6 million
in 2002. Approximately three quarters of the $9.6 million

22 Quaker Chemical Corporation

increase is due to foreign exchange rate translation and the
Company’s acquisition activity, which impacted SG&A by
approximately $4.6 million and $2.4 million, respectively. The
remaining increase in SG&A was due to higher costs including
pension, insurance, and the Company’s continued rollout of

its global ERP system, offset in part by reduced incentive
compensation expense.

Also included in the 2003 results is a $0.1 million net
restructuring charge. 2003 severance program costs of
approximately $0.3 million were partially offset by the release
of $0.2 million of unused restructuring accruals related to the
Company’s 2001 restructuring program.

The Company’s effective tax rate was 31% in 2003 versus
32% in 2002. The reduction in the effective tax rate is
reflective of the Company’s favorable settlement of several
outstanding tax audits and appeal issues. The effective tax rate
is dependent on many internal and external factors and is
assessed by the Company on a regular basis.

Equity in net income of associated companies for 2003 was
$0.9 million higher than 2002. This increase primarily reflects
a priority distribution received from the Company’s real estate
joint venture as well as improved performance from this
venture compared to 2002.

The $0.5 million increase in minority interest expense
is primarily due to {ull-year consolidation of the Company’s
South African joint venture. Effective July 1, 2002, the
Company acquired a controlling interest of Quaker Chemical
South Africa (Pty.) Ltd. (South Africa).

Segment Reviews — Comparison of 2003 with 2002
Metalworking Process Chemicals: Metalworking process
chemicals, which consists of industrial process fluids for
various heavy industrial and manufacturing applications,
represented approximately 92% of the Company’s sales in 2003.
Reported revenues in this segment were up approximately
26% compared with 2002. The Company’s new CMS contracts
accounted for approximately 11 percentage points of the revenue

growth in this segment. The Company’s 2003 acquisitions and




the timing of the 2002 acquisitions accounted for approximately
5 percentage points of the revenue growth in this segment.
Currency translation increased sales by 7 percentage points,
primarily due to the higher average Euro to U.S. dollar
exchange rate of 1.13 in 2003 compared to 0.94 in 2002.
The remaining net sales increase of 3% was primarily due to
38% growth in South America and 14% growth in Asia/Pacific
partially offset by a decline in business in the U.S. of
approximately 7% and Europe of 3%, all on a constant currency
basis. The operaling income in this segment increased by

$1.5 million or 3%. The disparity between the increase in
sales and operating income is largely reflective of the Company’s
new approach to its CMS business, discussed above. Further,
this segment’s operating income was negatively impacted by
significantly higher raw material costs, unfavorable product

and regional sales mix as well as higher selling costs.

Coatings: The Company’s coatings segment represented
approximately 7% of the Company’s sales in 2003 and contained
products that provide temporary and permanent coatings for
metal and concrete products and chemical milling maskants.
Revenues for this segment were up approximately $2.2 million
or 11% for 2003 compared with the prior year primarily due to
the timing of the Company’s 2002 acquisition of Epmar, offset in
part by lower chemical milling maskant sales to the aerospace

industry. Operating income was flat with the prior vear.

Other Chemical Products: Other chemical products
represented approximately 1% of total sales in 2003 and
consisted of sulfur removal products for industrial gas streams
sold by the Company’s Q2 Technologies joint venture. Sales
for 2003 decreased $0.3 million primarily due to lower sales
to the hydrocarbon market, with a corresponding decrease

in operating income.

Restructuring and Related Activities
In 2001, Quaker’s management approved restructuring plans

to realign the organization and reduce operating costs (2001

program). Quaker’s restructuring plans included the decision
to close and sell manufacturing facilities in the U.K. and
France. In addition, Quaker consclidated certain functions
within its global business units and reduced administrative
functions, as well as expensed costs related to abandoned
acquisitions. Included in the restructuring charges were
provisions for severance of 53 employees. Restructuring and
related charges of $5.854 million were recognized in 2001.
The charge comprised $2.807 million related to employee
separations, $2.450 million related to facility rationalization
charges, and $0.597 million related to abandoned acquisitions.
Employee separation benefits varied depending on local
regulations within certain foreign countries and included
severance and other benefits. As of December 31, 2004, Quaker
had completed 51 of the planned 53 employee separations
under the 2001 program. No further terminations will occur
under the 2001 program. During the fourth quarter of 2002,
the Company completed the sale of its U.K. manufacturing
facility, which closed at the end of 2001. In 2003, the Company
reversed $0.216 million of unused restructuring accruals
related to the 2001 program.

In 2003, Quaker’s management approved a restructuring
plan (2003 program). Included in the 2003 restructuring
charge are provisions for severance for nine employees totaling
$0.273 million.

In 2004, Quaker’s management approved another
restructuring plan by announcing the consolidation of its
administrative facilities in Hong Kong with its Shanghai
headquarters (2004 program). Included in the 2004 restructuring
charge are severance provisions for five employees totaling
$0.119 million and an asset impairment related to the
Company’s previous plans to implement its global ERP system
at this location totaling $0.331 million.

Quaker expects to substantially complete the
initiatives contemplated under the restructuring plans,

including the sale of the remaining portion of its former
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manufacturing facility in France, during 2005. In February Accrued restructuring balances, included in other current

2005, the Company completed the sale of a portion of liabilities and assigned to the Metalworking segment, are as

this property. follows (amounts in millions):
property

Employee Facility Abandoned
Separations Rationalization Acquisitions Total

2001 Program:
Restructuring charges ................ $2.807 $2.450 $0.597 $5.854
Asset impairment . ........c.inii. .. — (L.015) — (1.015)
Payments ................. ..ol {0.111) {0.171) (0.597) (0.879)
Currency translation and other ......... 0.001 0.012 — 0.013
December 31, 2001 ending balance . .... 2.697 1.276 — 3.973
Payments ...............coiiiiiil (1.374) (0.752) — (2.126)
Currency translation and other.......... 0.114 0.182 — 0.296
December 31, 2002 ending balance. . . ... 1.437 0.706 — 2.143
Restructuring reversals. . .............. (0.136) (0.060) — (0.216)
Payments ....... .. oo, {0.832) (0.204) — (1.036)
Currency translation and other ......... 0.001 0.083 = 0.084
December 31, 2003 ending balance . . ... 0.450 0.525 - 0.975
Payments ...l (0.249) (0.166) — {0.415)
Currency translation and other.......... 0.016 0.027 — 0.043
December 31, 2004 ending balance. . . . .. 0.217 0.386 — 0.603
2003 Program:
Restructuring charges ................ 0.273 — — 0.273
Payments ............ ..ol 0.047) — — (0.047)
Currency translation and other.......... 0.002 — — 0.002
December 31, 2003 ending balance. .. ... 0.228 — — 0.228
Payments.....................oolt (0.143) — — {0.143)
Currency translation and other.......... 0.012 — — 0.012
December 31, 2004 ending balance. . .. .. 0.097 — — 0.097
2004 Program:
Restructuring charges................. 0.119 0.331 — 0.450
Asset impairment .......... ... ... — (0.331) — (0.331)
December 31, 2004 ending balance. . . . .. 0.119 — — 0.119
Total restructuring December 31, 2004

endingbalance ............... ..., $ 0433 $ 0.386 $ — $0.819

Environmental Clean-up Activities Quality Board, ACP is remediating the contamination. The

The Company is involved in environmental clean-up activities Company believes that the remaining potential-known liabilities

in connection with an existing plant location and former waste
disposal sites. In April of 1992, the Company identified
certain soil and groundwater contamination at AC Products,
Inc. (“ACP”), a wholly owned subsidiary. Voluntarily in

coordination with the Santa Ana California Regional Water
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associated with these matters range from approximately

$0.9 million to $1.5 million, for which the Company has
sufficient reserves. Notwithstanding the foregoing, the Company
cannot be certain that liabilities in the form of remediation

expenses, fines, penalties, and damages will not be incurred




in excess of the amount reserved. See Note 15 of Notes to
Consolidated Financial Statements which appears in Item 8
of the Company’s 2004 Form 10-K.

Genaral

The Company generally does not use financial instruments
that expose it to significant risk involving foreign currency
transactions; however, the size of non-U.S. activities has

a significant impact on reported operating results and the
attendant net assets. During the past three years, sales by
non-U.S. subsidiaries accounted for approximately 53% to
55% of the consolidated net annual sales. See Note 12 of
Notes to Consolidated Financial Statements which appears
in Item 8 of the Company’s 2004 Form 10-K.

Factors that May Affect Qur Future Results
(Cautionary Statements Under the Private Securtties
Litigation Reform Act of 1995)

Certain information included in this 2004 Summary Annual
Report and other materials filed or to be filed by Quaker with
the SEC (as well as information included in oral statements or
other written statements made or to be made by us) contain or
may contain forward-looking statements within the meaning
of Section 27A of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1934, as amended.
These statements can be identified by the fact that they do not
relate strictly to historical or current facts. We have based these
forward-looking statements on our current expectations about
future events. These forward-looking statements include
statements with respect to our beliefs, plans, objectives, goals,
expectations, anticipations, intentions, financial condition, results

of operations, future performance and business, including:
© statements relating to our business strategy;
o our current and future results and plans; and

o statements that include the words “may,” “could,” “should,”

3% 4 ” 6

“would,” “believe,” “expect,” “anticipate,” “estimate,”

“intend,” “plan” or similar expressions.

Such statements include information relating to current
and future business activities, operational matters, capital

spending, and financing sources. From time to time, oral or

written forward-looking statements are also included in
Quaker’s periodic reports on Forms 10-Q and 8-K, press
releases and other materials released to the public.

Any or all of the forward-looking statements in this
Summary Annual Report, the Company’s 2004 Form 10-K, and
in any other public statements we make may turn out to be
wrong. This can occur as a result of inaccurate assumptions or
as a consequence of known or unknown risks and uncertainties.
Many factors discussed in this Summary Annual Report and the
Company’s 2004 Form 10-K will be important in determining
our future performance. Consequently, actual results may
differ materially from those that might be anticipated from our
forward-looking statements.

We undertake no obligation to publicly update any forward-
looking statements, whether as a result of new information, future
events or otherwise. However, any further disclosures made on
related subjects in Quaker’s subsequent reports on Forms 10-K,
10-Q and 8-K should be consulted. These forward-looking
statements are subject to risks, uncertainties and assumptions
about us and our operations that are subject to change based
on various important factors, some of which are beyond our
control. A major risk is that the Company’s demand is largely
derived from the demand for its customers’ products, which
subjects the Company to uncertainties related to downturns in
a customer’s business and unanticipated customer production
shutdowns. Other major risks and uncertainties include, but
are not limited to, significant increases in raw material costs,
worldwide economic and political conditions, foreign currency
fluctuations, and terrorist attacks such as those that occurred
on September 11, 2001. Furthermore, the Company is subject
to the same business cycles as those experienced by steel,
automobile, aircraft, appliance, and durable goods manufacturers.
These risks, uncertainties, and possible inaccurate assumptions
relevant to our business could cause our actual results to differ
materially from expected and historical results. Other factors
bevond those discussed below could also adversely affect us.
Therefore, we caution you not to place undue reliance on our
forward-looking statements. This discussion is provided as

permitted by the Private Securities Litigation Reform Act of 1995.
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Condensed Conselidatea Statement of Income

Year Ended December 31,
{Dollars in thousands, except per share amounts) 2004 2003 2002
Netsales ... oo e $400,695 $340,192 $274,521
Costs and expenses:
Costofgoodssold ..o, 269,818 218,818 162,944
Selling, general, and administrative expenses ........... 113,536 97,202 87,604
Restructuring and related activities, net.................. 450 57 —
, 383,804 316,077 250,548
Operating Income ... ... ... iiiiimiinnninnen. 16,891 24,115 23,973
Other InCOme, Nt ...\ vttt ee et 1,818 764 1,135
Interest eXPense .. ......viiiii i e (2,363) (1,576) (1,774)
Interestincome ... ... vt ii i 1,111 815 984
Income before taxes, equity income and minority interest . . . . 17,457 24,118 24,318
Taxes ONiNCOME .. vvvvrt ittt i ninie e 5,499 7,488 7,782
11,958 16,630 16,336
Equity in net income of associated companies . ............ 890 1,244 295
Minority interest in net income of subsidiaries ............ (3,874) (3.,041) (2,534)
Netineome «..ovvorret e et e $ 8974 $ 14,833 $ 14,297
Per share data:
Net income—basic. .....v.vveviiieiininiennn.. $0.93 $ 158 $§ 156
Net income~diluted .. .............. . oo el $0.90 $ 152 $ 151
Weighted average shares outstanding:
Basic ... 9,606 9,381 9,172
Diluted ... 9,969 9,761 9,474
See notes to the Company's consolidated financial statements included in the Company’s Annual Report on Form 10-K.
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Londensed Lonsolidated balance dheet

— o
! December 31,
r (Dollars in thousands, except par value and per share amounts) 2004 2003
| Assels
‘( Current assets
l Cashand cashequivalents ........ ... ... ... .. ol $ 29,078 $ 21,915
‘ Accounts receivable, net . ... . 87.527 78,121
v Inventories, Net ... ..ot 41,298 32,211
[ Deferred INCOmME tAXES . . o\ vttt et e e et e 4,373 4,278
I Prepaid expenses and other curTent assets ... ................ooooeionnn.. 8,911 6,417
‘ Total CLITENE ASSEIS . v v oot e ettt et e e et e e e e e 171,187 142,942
\J Property, plant, and equipment, net. ..ot 62,888 62,391
FGoodwill L 34.853 33,301
‘ Other intangible assets, net .......... .. i 8.574 9,616
‘\ Investments in associated companies .............oiiiiii i, 6.718 6,005
i Deferred InCome taXes . . ..ot ittt e 18,825 15,548
[ [0 T T = - S 21,848 19,664
; Total 8sSels . .ot $324.893 $289,467
\
/ Lizhilities and Shareholders’ Equity
| Current liabilities
’ Short-term borrowings and current portion of long-term debt . .. ... ........... $ 60,695 § 42,992
| Accounts payable........ ..o 40,183 39,240
} Dividends payable . ....... ... . 2,079 2,019
“ Accrued compensation . ... 8,692 6.816
i Other current liahilities .. ......... ... ... . 13,969 14,738
J Total current liabilities ... ... ....veereeiieeeineeei e 125,618 105,805
| Long-termdebt..... ..o 14,848 15,827
‘ Deferred INCOmMe taXES . . .o oottt e e 5,588 4,808
i Accrued pension and postretirement benefits ............ o oL 36,456 34.165
‘, Other non-current labilities . ....... ... oo 7,372 6,802
Total Habllities ... ....ovo i e 189,882 167,407
Minority interest in equity of subsidiaries . ........... .. .. oL 12,424 9,708
i Commitments and contingencies .. .......c..oueineiniiniinininienn. — —
i Shareholders’ equity
( Common stock, $1 par value; authorized 30,000,000 shares;
J/ issued (including treasury shares); 2004-9,668,751, 2003~9,664,009 shares . . . 9,669 9,664
‘ Capital in excess of parvalue ..o 2,632 2,181
J Retained earnings .......... ..o 117,981 117,308
Il Unearned cOMPENnSation .. ....cv'eurintenneeintne e, (355) (621)
l Accumulated other comprehensive loss ....... ... ...l (7.340) (15,406)
122.587 113,126
Treasury stock, shares held at cost; 2004—0, 2003-54,178 .................. — (774)
Total shareholders’ equity. ... 122,587 112,352
] Total liabilities and shareholders’ equity ............... .. . ... $324,893 £280,467
) See notes to the Company's consolidated financial statements included in the Company’s Annual Report on Form 10-K.
L
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Londensed Consollcated Statement of Cash Flows

Year Ended December 31,
(Dollars in thousands) 2004 2003 2002

Cash flows from operating activities
NetinCOme ... ovveee et e $ 8,974 $14,833 $ 14,297
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation. ..o 8,610 6,677 5,432
Amortization. . ....ovve i e 1,157 960 805
Equity in net income of associated companies ... ... (890) (844) (295)
Minority interest in earnings of subsidiaries ........ 3,874 3,041 2,534
Deferred income taxes ...t (1,872) 402 328
Deferred compensation and other, net . ............ 39) (418) 107
Restructuring and related activities .............. 450 57 —
Gain on sale of property, plant, and equipment. . .. .. (509) — —
Pension and other postretirement benefits. ......... (172) 428 1452

Increase (decrease) in cash from changes in current assets
and current liabilities, net of acquisitions:

Accounts receivable ............ ..o L (6,361) (14,604) (637)
Inventories ........ ... (7,559) (4,692) (3,101)
Prepaid expenses and other current assets . ........ (281) {648) (194)
Accounts payable and accrued liabilities .......... 129 478 7,107
Change in restructuring liabilities . . .............. (558) {1,083} (2,156)
Estimated taxes onincome. .........viiiiian . (1,596) 3,790 (1,261)
Net cash provided by operating activities . ....... 3,357 8,377 24,398

Cash flows from investing activities
Capital expenditures ............... ... ool (8,643) (12,608) (10,837)
Dividends and distributions from associated companies . . . 288 4,080 515
Payments related to acquisitions ..................... — {15,983) (21,285)
Proceeds from disposition of assets ................... 1,880 232 1,682
Other,net . ...ovir e (75) 87) (326)
Net cash (used in) investing activities .......... {6,550) (24,366) (30,251)

Cash flows from financing activities
Net increase in short-term borrowings . ................ 17,683 30,581 9,026
Proceeds from long-term debt. ......... ... ... ..., 2,564 — —
Repayment of long-termdebt . ....................... (3,679} (2,570) (2,853)
Dividendspaid ............. .o (8,241) (7,916) (7,714
Stock options exercised, other ......... ... ... L 1,009 4,328 2,951
Distributions to minornity shareholders ................. (1,956) (2,391) (2,673)
Net cash provided by (used in) financing activities 7,380 22,032 (1,263)
Effect of exchange rate changes oncash ............... 2,976 2,015 424
Net increase (decrease) in cash and cash equivalents . . . 7,163 8,058 (6,692)
Cash and cash equivalents at beginning of year ....... 21,915 13,357 20,549
Cash and cash equivalents at end of year ............ $29,078 $ 21,915 $13.857

Supplemental cash flow disclosures
Cash paid during the vear for:
THCOME TAXES .+ . v v e et ettt et et e e $ 4,809 $ 3,633 § 7,787
Interest ..ot e 2,201 1,680 1,897

See notes to the Company’s consclidated financial statements included in the Company’s Annual Report on Form 10-K. |
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Management’s Responsibility

for Financial Reporting

The consolidated financial statements of Quaker Chemical Corporation have been prepared in accordance with generally accepted
accounting principles and have been audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm.
The integrity and objectivity of information in these consolidated financial statements, including estimates and judgments, are the
responsibility of management.

Under the supervision and with the participation of our management, including the principal executive officer and principal
financial officer, the Company conducted an evaluation of its disclosure controls and procedures, as such term is defined in
Rule 13a-15(e) promulgated under the Securities Exchange Act of 1934, as amended (the “1934 Act”). Based on this evaluation,
we concluded that our disclosure controls and procedures were effective as of the end of the period covered by the Company’s
Annual Report on Form 10-K for the period ended December 31, 2004.

The management of Quaker is responsible for establishing and maintaining adequate internal control over financial reporting
as such term is defined in Rule 13a-15(f) promulgated under the 1934 Act. Internal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because
of changes in conditions or that the degree of compliance with the policies or procedures may deteriorate.

Quaker’s management, with the participation of the principal executive officer and principal financial officer, assessed the
effectiveness of the Company’s internal control over financial reporting as of December 31, 2004. In making this assessment,
management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission (*COS0”) in
Internal Control-Integrated Framework. Based on its assessment, Quaker’s management has concluded that as of December 31, 2004,
the Company’s internal control over financial reporting is effective based on those criteria.

Quaker management's assessment of the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2004 has been audited by PricewaterhouseCoopers LLP.

The Board of Directors, through its Audit Committee consisting of four outside directors, oversees management’s financial reporting
responsibilities. As part of these responsibilities, the Audit Committee meets regularly with representatives of management,
the independent auditors, and the Company’s Internal Audit function. The independent auditors and the Company’s Internal

Audit funetion have full and free access to the Audit Committee and meet with the committee hoth with and without the presence

of management.

Ronald J. Naples Neal E. Murphy

Chairman of the Board and Vice President,

Chief Executive Officer Chief Financial Officer and Treasurer
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Report of Independent Registered
Public Accounting Firm

To the Shareholders and Board of Directors of Quaker Chemical Corporation

We have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated financial statements of Quaker Chemical Corporation and its subsidiaries as of December 31, 2004 and 2003, and for
each of the three years in the period ended December 31, 2004, management’s assessment of the effectiveness of the Company’s
internal control over financial reporting as of December 31, 2004 and the effectiveness of the Company’s internal control over
financial reporting as of December 31, 2004; and in our report dated March 9, 2005, we expressed an unqualified opinion thereon.
The consolidated financial statements and management’s assessment of the effectiveness of internal control over financial reporting
referred to above (not presented herein) appear in the December 31, 2004 Securities and Exchange Commission Annual Report on
Form 10-K - Item 8.

In our opinion, the information set forth in the accompanying condensed consolidated financial statements is fairly stated, in all

material respects, in relation to the consolidated financial statements from which it has been derived.

/?@WW,@@@M L~
PricewaterhouseCoopers LLP

Philadelphia, Pennsylvania
March 9, 2005
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Selectea Fnancial Data

(Dollars in thousands except per

share data and number of employees) 2004 2003 2002 20010 20002 19999 1998  1997® 1996© 1995

Summary of Operations

Netsales................ $400,695 $340,192 $274,521 $251,074 8267570 $265,671 $264.453 $248,220 $247,100 $233.907
Income (loss) before taxes .. 17457 24,118 24,318 14430 26486 27,51 16,797 19,735  (3,997) 12,097
| Net income (loss) ......... 8,974 14833 14297 7665 17163 15651 10650 12611 (7,599) 6,688
! Per share
Net income (loss) basic. . . .93 1.58 1.56 35 1.94 1.76 121 145 (.88) 6
it Net income (loss) diluted . . .90 1.52 151 B84 1.93 1.74 1.20 1.45 (-88) 76
Dividends declared. . .. .. .86 84 84 82 .80 77 74 71 69 68
Dividends paid . ........ .855 7! 835 82 9 765 73 705 685 68
Financizl Position
Current assets ........... 171,187 142942 103,673 92930 103,181 96241 96,068 95857 86,552 87,375
Current liabilities ......... 125,618 105805 66,144 45506 50200 44,657 50432 47,759 64,034 60,868
Working capital .......... 45,569 37,137 37,529 47424 52981 51,5084 45636 48,098 22,518 26,507
Property, plant, and
equipment, net ......... 62,888 62,391 48,512 38244 42459 44,752 49,622 40,654 43960 56,309
i| Total assets.............. 324,893 289467 213858 179,666 188239 182213 191403 172,463 165608 185408
\ Long-term debt. .......... 14,848 15827 16,590 19,380 222295 25122 25344 25203 5,182 9,300
; Shareholders” equity. .. . . .. 122,587 112,352 88,055 80,899 84,907 81,199 83,735 74976 73,566 93215
Qtrer Data
Current ratio. . ........... 1.4/1 141 161 201 211 2211 191 2.01 1441 1.411
|| Capital expenditures ... ... 8,643 12608 10837 8036 6126 5726 8099 35580 6923 9,833
Net income (loss) as a
percentage of net sales . .. 22%  44% 52% 31% 64% 59% 40% 51% (BL)% 29%
Return on average
shareholders’ equity . ... 7.6% 148% 17.0% 92% 20.7% 190% 134% 17.0% (9% 12%
Shareholders’ equity per
share at end of year. .. ... 12.68  11.69 943 8.85 9.59 5.09 941 8.60 853 10.76
Common stock per

it share price range:

i High ................ 30,70 3075 2550 2230 19.25 1838  21.00 19.81 17.25 19.00
Low. ...t 21.84 18.07 1822 16.12 13.38 13.50 13.00 15.00 11.75 11.00
Number of shares outstanding

| atendofyear .......... 9,669 9610 9340 9137 8851 8934 8834 8720 8620 8664
] Number of emplovees

| atend of year:

| Consolidated

i subsidiaries......... 1,235 1,141 1,038 935 943 923 923 871 870 870
’ Associated companies . . 152 148 144 156 205 247 266 250 232 235

O The results of operations for 2001 include restructuring charges of $5,854 pre tax, $4,039 after tax, or $0.44 per diluted share; an additional provision for doubtful accounts
related to the poor financial condition of certain customers of $2,000 pre tax, $1,380 after tax, or $0.15 per diluted share; an environmental charge of 8500 pre tax, $345 after
tax, or 80.04 per diluted share; and nonrecurring organizational structure charges of $267 pre tax, $184 after tax, or $0.02 per diluted share. Excluding these items, net income
for 2001 was 813,613, or 81.49 per diluted share.

@ The results of operations for 2000 include an additional pravision for doubtful accounts related to the poor financial condition of certain customers of $1,672 pre tax, 81,154 after
tax, or 80.13 per diluted share; a net gain on exit of businesses of $1.473 pre tax, $1,016 after tax, or $0.11 per diluted share; and an environmental charge of $1,500 pre tax,
81,035 after tax, or 80.11 per diluted share. Excluding these items, net income for 2000 was 18,336, or $2.06 per diluted share.

@ The results of operations for 1999 include a net restructuring credit of $314 pre tax, $188 after tax, or $0.02 per diluted share. Excluding this credit, net income for 1999 was
815,462, or 81.72 per diluted share.

) The results of operations for 1998 include net restructuring and integration charges of $5,261 pre tax, $2.882 after tax and minority interest, or $0.33 per diluted share. Excluding
these charges, net income for 1998 was 813,532, or 81.53 per diluted share.

) The results of operations for 1997 include a gain on the sale of the European pulp and paper business of $2,621 pre tax, 81,703 after tax, or $0.20 per diluted share and a
litigation charge of 82,000 pre tax, $1,320 after tax, or $0.16 per diluted share. Excluding these items, net income was $12,228, or 81.41 per diluted share.

6 The results of operations for 1996 include a repositioning charge of $19,230 and an asset impairment charge of 85,225 totaling $24.455 pre tax, $16.912 after tax, or 81.96 per
diluted share. Excluding these charges, net income for 1996 was $9,313, or 81.08 per diluted share.
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Directors ana Uthcers

Directors
Joseph B. Anderson, Jr.*
Chairman and Chief Executive Officer,

TAG Holdings, LLC, a holding company

Patricia C. Barron*
Corporate Director

Peter A. Benoliel'
Former Chairman of the Board and

Chief Executive Officer of the Company;

Executive Committee Chairman

Donald R. Caldwell*

Chairman and Chief Executive Officer,
Cross Atlantic Capital Partners, Inc.,
a venture capital fund with offices

in the U.S., Ireland, and England

Robert E. Chappell

Chairman and Chief Executive Officer,
The Penn Mutual Life Insurance
Company

William R. Cook™

Former President and Chief Executive
Officer, Severn Trent Services, Inc.,

a water purtfication products and
laboratory and operating services
company

Edwin J. Delattre*

Dean Emeritus, School of Education,
Boston University,

Governance Committee Chairman

Robert P. Hauptfuhrer::
Former Chairman and
Chief Executive Officer,
Oryx Energy Company,

an energy company;

Audit Committee Chairman

IExecutive Committee

2Audit Committee

3Compensation/Management Development Committee

“Governance Committee
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Ronald J. Naples'
Chairman of the Board and
Chief Executive Officer

Robert H. Rock™

President, MLR Holdings, LLC,
an investment company with
holdings in the publishing

and information businesses;
Compensation/Management
Development Committee Chairman

Directors Emeriti
William L. Batchelor
Retired Senior Vice President
of the Company

Francis J. Dunleavy

Retired Vice Chairman of the Board,
International Telephone

and Telegraph Corporation

Frederick Heldring
Chairman Emeritus,
Global Interdependence Center

Executive Officers
Ronald J. Naples
Chairman of the Board and
Chief Executive Officer

Joseph W. Bauer
President and Chief Operating Officer

Michael F. Barry

Vice President and

Global Industry Leader—Industrial
Metalworking and Coatings

D. Jeffry Benoliel
Vice President, Secretary
and General Counsel

Rex E. Curtis
Vice President and
Global Industry Leader—

Automotive Metalworking

Mark A. Harris
Vice President and

Global Industry Leader—Steel

Neal E. Murphy
Vice President, Chief Financial
Officer and Treasurer

Wilbert Platzer
Vice President~Worldwide Operations

Officers

José Luiz Bregolato

Vice President and Managing
Director—South America

Mark A. Featherstone
Vice President and Global Controller
(effective March 16, 2005)

Jan F. Nieman

Vice President and

Managing Director-Asia/Pacific
{effective February 1, 2005)

Irving H. Tyler
Vice President and

Chief Information Officer

Irene M. Kisleiko
Assistant Corporate Secretary

Frank R. Olah
General Tax Counsel and Tax Officer




(zlobal Uperations

Corporate Headguarters
Quaker Chemical Corporation
One Quaker Park

901 Hector Street

Conshohocken, Pennsylvania 19428
Phone: 610-832-4000

Fax: 610-832-8682

Web site: www.quakerchem.com

Quaker Chemical Corporation
Wilmington, Delaware

North American Operations
Quaker Chemical Corporation
Conshohocken, Pennsylvania

o Detroit, Michigan

AC Products, Inc.
Placentia, California

Epmar Corporation
Santa Fe Springs, California

Q* Technologies, LLC
Conroe, Texas (70% owned)

Quaker Park Associates, L.P.
Conshohocken, Pennsylvania
(50% owned)

United Lubricants Corporation
Middletown, Ohio

TecniQuimia Mexicana S.A. de C.V.
Monterrey, Mexico (40% owned)

H.L. Blachford, Ltd.
Mississauga, Canada
Licensee

European Operations
Quaker Chemical B.V.
Uithoorn, The Netherlands

Quaker Chemical Europe B.V.
Uithoorn, The Netherlands

Quaker Chemical Limited
Stonehouse, England

Quaker Chemical S.A.
Villeneuve la Garenne, France

Quaker Chemical, S.A.
Barcelona, Spain

Quaker Chemical

South Africa (Pty.) Ltd.
Jacobs, Republic of South Africa
(51% owned)

Quaker ltalia, S.r.1.
Tradate, [taly

Asia/Pacific Operations
Nippon Quaker Chemical, Lid.
Osaka, Japan (50% owned)

Quaker Chemical
(Australasia) Pty. Limited
Seven Hills, Australia (5% owned)

Quaker Chemical India Limited
Calcutta, India (55% owned)

Quaker Shanghai Trading Co. Ltd.

Shanghai, China

Wuxi Quaker Chemical Co., Ltd.
Wuxi, China (60% owned)

Buhmwoo Company, Ltd.
Seoul, South Korea
Licensee

South American Qperations
Kelko Quaker Chemical, S.A.
Caracas, Venezuela (50% owned)

Quaker Chemical
Indistria e Comércio S.A.
Rio de Janeiro, Brazil

Quaker Chemical
Operagoes, Lida.
Rio de Janeiro, Brazil

Quaker Chemical
Participagdes, Ltda.
Rio de Janeiro, Brazil

Quaker Chemical S.A.
Buenos Aires, Republic of Argentina
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Corporate Information

Independent Registered Public Accounting Firm
PricewaterhouseCoopers LLP

Two Commerce Square, Suite 1700

2001 Market Street

Philadelphia, Pennsylvania 19103

Stock Transfer Agent

For address changes, dividend checks, lost stock certificates,
share ownership and other administrative services, contact:
American Stock Transfer & Trust Company, 59 Maiden Lane,
New York, New York 10038: 800-937-3449 or www.amstock.com.

Investor Relations

Security analysts, portfolio managers and representatives of
financial institutions seeking information about the Company
are invited to contact: Neal E. Murphy, Vice President and
Chief Financial Officer at 610-832-4189.

Copies of the Company’s Annual Report on Form 10-K and
other corporate filings will be provided without charge upon
request by contacting; Irene M. Kisleiko, Assistant Secretary at
610-832-4119 or via email at irene_kisletko@quakerchem.com.

We also invite you to visit the Investor Relations
section of our Web site wiw.quakerchem.com for expanded
information about the Company and to view our online

Interactive annual report.

Annual Meeting

The Annual Meeting of Shareholders will be held at the
Company’s headquarters located at One Quaker Park,
901 Hector Street, Conshohocken, Pennsylvania, on
May 11, 2005 at 10:00 a.m.
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Dividend Reinvestment and Stock Purchase Plan
Quaker’s Dividend Reinvestment and Stock Purchase Plan
offers shareholders a convenient and economical way to
purchase additional Quaker Common Shares through the
reinvestment of dividends and/or voluntary cash contributions
without commissions or transaction fees. For further information
concerning the Plan, contact American Stock Transfer & Trust

Company at 800-278-4353.

Quarterly Stock Information

The following table sets forth, for the calendar quarters
during the past two years, the high and low sales prices
for the common stock as reported on the consolidated tape
(amounts rounded to the nearest penny), and the quarterly

dividends declared as indicated:

Declared
2004 2003 Dividends
High Low High Low 2004 2003
First
Quarter.. $30.70 $23.55 $23.46 $18.07 $.215 $.21
Second
Quarter.. 28,60 24.00 2638 2031 .215 21
Third
Quarter.. 27.75 23.74 2850 2229 215 .21
Fourth
Quarter.. 25.00 21.84 30.75 2344 215 21

As of January 16, 2005, there were 806 shareholders of record
of the Company’s common stock, $1.00 par value, its only
outstanding class of equity securities. This number does not

include shareholders whose shares were held in nominee name.

KWR
NYSE
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U3 Loake? L s
Our core values are real world statements of how we conduct our lives in Quaker, that is,

what governs our decisions and behavior.

1. The pursuit of constructive change and the flexibility to adapt are our
fundamental requirements for success. We choose not to be constrained by our past.
Whatever we have been in the past, whatever we think are the limitations and constraints

of today, we can choose what we want to be and can act to change.

2. We shoot high in expectations and performance. Growth, as individuals and as a
Company, is best accomplished by reach that exceeds our grasp. This implies a level of
risk in our activities, but we accept that risk, and the freedom to sometimes fail, as the
necessary cost of making progress. We hold ourselves and those around us to standards

of performance that demand our best efforts.

3. To do what we say we're going to do is the cornerstone of our integrity. On this
cornerstone, we build our commitment to results rather than intent or effort. We set objectives,
against which we measure ourselves, and commitments, which are promises to do all in our
power to accomplish a task, and we hold ourselves accountable to deliver on these. The only

thing worse than missing a commitment is the failure to respond to it.

4. Meeting the needs of our customers is our highest commitment. Reliably and

efficiently serving those who use our products and services is the key to our success as a

Company. All actions and activities undertaken in our Company are tied directly to success
with and for our customers.

5. Honesty, open communications, and respect for people are our basic rules for
dealing with each other. Open and direct communication among all levels of the Company
is key to respect and trust. These are based on honesty, candor, and fair treatment in that
within the Company we report completely, welcome disagreement in the effort to find the

best answer, and treat each other the way we would want to be treated.

6. We take individual action with the success of the whole as the most important
criterion. Our ability to achieve depends on our willingness to act decisively as individuals
in recognition that to wait for others or to do nothing betrays our responsibility for the

Company's success. We always act within the context of contributing to the team of which

we are a part and to the Company as a whole.

7. Financial success is a legitimate goal and a critical result. Profitability fuels the
capability of the Company to provide a rewarding and satisfying experience for its people
and perpetuates it as an engine for economic prosperity for all those associated with it,
whether by ownership or livelihood. Because our economic enterprise is importantly
connected to the quality of life in our society, we strive to give back to the communities

in which we operate.

QOur Mission

Cuweker is & global merketer of
indvsirie) process Mulds and related
preduess and services. W enable
our zustomers (o fosus on thelr
erideel competitve adventages by
supelying & superer combination
of product, epalication, and process
epeiise.

W target CUSIEMErS (@
Wihem We 667 quantily and deliver
Jewer etal costs ane/er Improves
end arosvet guality &y

o Providing aur custemars with
adveariaged produets end
integrated senices

o Helping our customers achicve
e gosls faster and mers
eiiciently then eur competiters

° Repidly responding 1o eur
customens’ unigue prealiems,

By fecusing on these competitve
strengihs, we will aehizve lzading
market share i every markat
Segment we sarve. This will build
value for eur sharshelders and
provide ehellenging end rewerding
careers fer our assoclaies.
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